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RT. HON. P. E. TRUDEAU: We have just 
one more item to deal with, the future of the 
Secretariat, and I am told that the communique 
is being reedrafted to take into account the 
provincial inputs. Hopefully it will be ready, 
at least on the several first items, by the 
end of this discussion. If not, we will probably 
Wish to adjourn anyhowwith the First Ministers 
to the other room to reconcile any differences which 
still remain in the communique. I would hope however 
that we will get out of here at 3 o'clock, or earlier 
if possible, but Iam in your hands. 

The future of the Secretariat; 

} Following the November 1971 Conference, 
Premier Davis asked that I write to all Provincial 
First Ministers about the Secretariat. I did so in 
March of last year and asked for comments on a 
number of relevant questions. 

We have since heard from eight First 
Mthisters by letter and have received orally through 
offidals the comments of a ninth province. It is 
Clear that with one exception all who responded 
are in favour of having the Secretariat serve First 
Ministers on a continuing basis, and that they also 
favour having the Secretariat serve other ministerial 


committees on a selective or experimental basis. 
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LE TRES HONORABLE P.E. TRUDEAU: 
Monsieur Bourassa. +e. 


LHONORABLE ROBERT BOURASSA eee 
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JURE OET pon toys ensemble, qa proposition que vous avez 
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> trensmise aux provinces au sujet de l'avenir du secrétariat 
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de la ConPerence. Consti tutionnelle ‘convient au Québec. 
Ua seul point. Cette proposition ati rote en ce 
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Lobligetion ‘de faire appel au divers gouvernements pour 
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The eiece Car, sur la recherche, . on est mame 
pas d’ accord que le secrétaire s! en foatie lui-méme. 
L' HONORABLE. ROBERT BOURASSA : 
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as we don't ask the Hoe itt to do your 
research for you. | 

HON# M. STRACHAN: We would like to see 
the Secretariat continued and extended in the way 
Premier Hatfield suggested. We are of the opinion 
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--. Government and‘we aré prepared to go on a coste 
sharing arrangérient -and have some say as to the 
_. budget, becaus¢ again we don't want to build a 
-dDuresucracy, but. we think it-has an important 
zei part to playi°° Por that reason we think it 
would: be wise to start in a modest way, both 


Se budget and personnel, in order to achieve this, 


sau  Wevare,; however, interested’ in’ establishing a 
permanent’ Sééretariat that would assist the 
meetings of First Ministers and Sther ministerial 

meetings and perform the kind of work that has 
up to ndéw<been ‘performed by the Secretariat. If 
dt can be established on “a Modest ‘scale we are 
. Quite prepared to participate ‘and help finance it. 
| ooeo0" ALBERTA: ~ Mr. Chairman, Alberta's 
- position,‘ which’ 2s contained in the priefing Look 
r provided you by Mr. Lougheed, is in similar detail 
to-your. paper=Whiehn you have presented. Also; in 
~-dealing withthe #ésponsibilities to any one 
Government, it séems to us that the responsibility 
should clearly °lie with the Chairman, as Chairman, 
and the separation betweeri his position of Chairman 
and Prime Minister. We ‘assume that is the rule 
indicated in the paper which you have provided. 
HON. S. CHERNIACK; I have the feeling 


somenow that Manitoba is the only one that has been 


less than nositive in accepting your proposal. 
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You have not.pointed out-.shebprowineé that was negative 
and I don't say.that Manitobarts negative ‘but I would 
say that Manitoba is pot-enthuseds slsay “that in full 
recognition that Mr. Davis. bimself isa-adornment 

to these meetings and I support, whatiPremter Regan 
Said. Nevertheless, the personwhoe : oreupies the 
eres ele should not influence the. detision; since 
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ed Mr. Chairman, eh sbhimse that<cin ‘the four 

| years that our, -Gove mment, Ras ; papteended meetings of 
iindsters, provincially, and federally ».we have always 
been well served. . In. finance i: -thnink: we have been 
“well served by the Federaj,Department of Finance. 

’ I think we have nevyer:had any<cpmplaint about the 
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a think we have had._; phat experience. Nevextheless, 
| there is always the, auestion of not apparent and 
“not pest eT aeh bias; there is always that possibility, 


“so that really. does not matter. 


We feel that we have managed very well 
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see the need for the creating of a bureaucracy that 


will serve meetings that ,may be frequent or may become 
. very infrequent. There does’ not seem to be much 


point to that in view. of the fact that we have been 
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ve well served. If it..does appear that all the provinces 
"except ene one that... .has_ not. spoken wish to have it, 

by all Means, of course, but we are~just not impressed 

) “by ‘the validity of the argument:or the need for it. 

“RT, HON. P. £. TRUDEAU? If I can conment 

on a couple of these suggestions: Mr. Strachan's 

Suggestion that there be a certain costesharing in 

the budget of the Secretariat we have no objection to 

in principle. We are perfectly happy to bear all 

the costs, but we are also happy to share them. 

It would be a matter of, perhaps, seeing who wants 

to volunteer and put in some money and we can arrive 

at some arrangement, perhaps informally through the 

Secretariat. 

HON. D. BARRETT: We feel we should all 
bear our share, then we have some say in the budget 
and some control over one another. 

RE. “HON. “PEs TRUDEAU ¢ I certainly agree 
with that and Mr. Cherniack's point that we don't 
want a great bureaucracy built up. That is why 
we object to the suggestion by some provinces that 
the Secretariat have any authority in its own right 
of setting up research programs, for instance, and 
hiring experts to look into subjects that we might 


want to embark upon. I would even want to go further 
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- We. just. saw. no purpose in holding it 
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together and. we pretty weli.disbanded it. It is at that 
"pom t that some First. Minister. said well, hold your 
“horses, don't disband. it completely; we might want to 


eat. eo to 
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keep it on as a focel point .of other types of conferences, 


We were, of. course, very happy to keep 


Me I Teele ree a Smali core. What we are really debating 
_ aa bes af OP Ey EF ¢ Pare 
now is the kind of permanence thag. you want to see given 
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to. this institution,, Even, Af. Manitoba. is not enthusiastic 
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2 19g 70 of even, be our’ position ~-,we are not wildly 
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enthusiastic | but we think. it is a useful institution 


ame perhaps we should Let it deveicp. very gradually along 


ahve uae a’ 


the Lines of comments that have been made here. 

repeal egicl just looked, at something that Premier 
Repel wrote in his memorandum, : I am reluctant to raise 
"some new issues but from looking at it briefly there are 
 apyitesig? some areas thet would call for further debate 
by us either Uslaterally or here. 

oe . There ig the suggestion, for instance, 
that the agenda be negotiated between eleven government 
officials chaired by Mr, Davis. Certainly a worthwhile 
suggestion but I would like to argue against it before 
accepting it, I rather like the agenda set up on a direct 
basis between the Premiers and the Prime Minister, The 


politics of it I think we are very much more aware of 
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than a group of officials, even’ chaired by Mr. Davis, who 
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might arrive at very‘¥anhcy agendas, “I know Mr, Sourassa 


is interested in the same“Vtew'as My. Bavis, t*don't 
nob ,esetarl 
want to preclude it Sut Tt don' ¢“Wwant to “promise we will 
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solve this without: further debate and Tr Sarhes sense a 
great desire to go into that débate today. Perhaps we 


should accept the gerieral Lined of the ; paper ce Piscine tea 

to you without’ saying that ts'derinite, We should. 

either at further meatings of Firet ‘{iinisters, “or_perhaps 

by Bilateral talks” advance the "discussion on these 

points and if wé'dd decide ‘fo"accept Seve eis (@sBGpodal 

then we will “subm@it it to ait be ai “Until ‘it te cleared 
ee ee 


between us fdorife “suppose ‘there’ Ta auch posit in debating 
it collectively -uniess it id desired to do so. 
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is nothing to preclude-eithe® yourself ‘or ahy First 


Minister saying wecwant this but we “thought. at might 


save everybody justa littie Bit of time in “eis i Peer 3 
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put it is not a major item,{° ©" 
RY, HON.“°P, E, TRUDEAU: I know Mr. Bourassa 


= Wee ts 


wrote me along the same lines and I answered hin generally 
that if there were’ some informal aeeting of officials that 


we sent down for this ad-hoc purpose that it might be 
advantageous when we had enough planning time. I would not 
want to see a continuing committee of officials whose job 
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__ Perhaps there is not.a great deal of difference between 


our points of view. ee ee 
ay ee aye HON. Gz. REGAN: Since the Maritimes are high 
_.. ,.. 08 integration. these days I just wonder since the Secretariat 


. wn, 28, Being .given a permanency -in its role whether there 
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would be any advantage to have it in some way tied in with 
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the functions of the Commonwealth Parliamentary Association, 
Which affected the provinces as regards the Canadian branches 
and the nation as regards the international. Perhaps yo 
have another organization that does that? 
| RT, HON. P. E. TRUDEAU: Yes, we do have, 
We do have a staf? which does look after Parliamentary ( 
Associations and they certainly would be at your service 
if you need them, 
Are there any other comments on this? 
Then let us conclude that we are encouraging, at least for 
the time being, the Federal Government not to disband 
its Secretariat; bu& to keep it. We would intend in that 
case to keep on Mr, Davis and a nucleus around him, If 
enough federal-provincial meetings of other Ministers, Like 
the Tri-Level Conference, call for his services more and 
more, or inter-provincial meetings, it will be built up 
slowly and will develop into a larger Secretariat. I think 
the conclusion I am drawing is there is a willingness for 
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us to keep the nucleus and see it grow Slowly. That is 
the answe to the suggeftion‘that“you pud' to me ‘Last 
March, or two yeats agé, “when “you'sdid don't diaband it 
completely. That is agreed, “ “© ee 
“HON, Wo G. DAVIS: You realize, Mr, 

Prime Minister,° that is Probably the ore ites oh the agenda 
where we have come pretty'‘clése to achievine consensus. 
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FOR IMMEDIATE RELEASE January 30, 1978 


wanuary 30,.’ 1978 


Federal and Provincial Ministers of Trade and 
Industry have completed today a successful meeting covering 
the performance of the manufacturing at the various 

——_——= 
government policies which affect manufacturing performance, 
and the structural problems that need to be addressed 
Over the next few years. 

The Ministers of Trade and Industry agreed that 
economic development should have the highest priority 
in policy making at all levels. Recognition must be given 
to the natural advantages af each region. Ministers recognized 
there are no simplistic solutions to the economic problems 
facing Canada. 

In addition to policies affecting individual 
sectors, a number of general policies were discussed which 
have had an adverse influence on the performance of Canadian 
manufacturing. In view of the more rigorous competitive 
conditions existing today and anticipated for the ee te 7. 
Modifications in some of these policies are essential to 
enable the manufacturing sector to maximize its contribution 
to overall economic performance. Most Ministers were 

particularly Be eng about excessive growth of the public 
sector both in numbers of officials and expenditures. Over- 


zealous protection of the environment was another concern. 
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Unemployment insurance compensation limits were AL aaa Ray ‘atl 


Both levels of government | must ensure that government 


The importance of transportation costs was stressed. Hi 
policies discussed included: minimum wage laws, taxati 
exchange rate, conmercial policy and research and develo 
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making to economic development across Ces 
Ministers further agreed there should be a 


continuing consultative process among governments and 


business and labour. 


Ministers also reached agreement ona number — 


ich, 
of basic facts concerning pie role of primary and second aay iem 
Re Shes a ee 4) 


manufacturing in the economy and its key contribution in mr 


terms of incomes, direct and indirect employment, and bain 
4 = ‘t 


Of a viable balance of payments position. Further details ar 
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set out in the document entitled "Nanufacturing Performance’ 
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in consultation with provincial governments. 
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Ministers recognized that past performance and 
the prospects for the future varied from province to province 
and from industry to industry. There was a discussion of the 
implications for all of Canada's economic Peyione based on 
a background paper, "Canadian Manufacturing Prospects 
froma Regional Perspective", prepared by the federal Department 
of Regional Economic Expansion. Ministers agreed on the 
need for further consultation between governments on this 
analysis and its implications. Ministers also received a 
number of sector profiles describing the situation in various 
industries, aS an information base for possible future action. 

Ministers discussed the importance of developing 
a viable and competitive small business sector. It was noted 
by the federal Minister of State for Small Business that he 
announced last fall a Small Business Policy for Canada. A 
number of provinces noted that they have already included 
small business at the centre of Pete industrial strategy 
and established a range of small business policies and 
programs. In the Light of this common interest, Moni ebere: 
agreed that considerable scope exists for federal and provincial 
governments to work together to achieve the most efficient 
allocation of resources devoted to the development of a 
trong and viable small business sector in Canada. 

Another major item on the Ministers' agenda was 
the need for industrial adjustment programs which will be 
required to meet the changes in the competitive environment 
anticipated during the 1980's. An important prerequisite 
is improvement in the horizontal policies referred to earlier. 
aere are a number of industrial sectors in which sectoral 
factors have led to a serious competitive decline and there- 


fore special sectoral adjustment policies are required. For 


22/4 


this reason, sectoral policies have been implemented for 

the textiles and clothing, footwear, shipbuilding, and 
consumer electronics sectors. While acknowledging that these 
policy initiatives were required, Ministers also contended 
that in a reasonably healthy economy, much of this adjustment 
will be achieved by the private sector without specific 
government intervention. 

There remains concern regarding other adjustments 
that may be required as a result of the Multilateral Trade 
Negotiations. The recently implemented Enterprise Development 
Program of the federal Department of Industry, Trade and 
Commerce now offers adjustment assistance to business firms, 
and a number of provinces have similar programs. Provincial 
Ministers noted with interest the proposal of the federal 
Minister of Industry, Trade and Commerce to empower the 
Enterprise Development Program to respond with special 
measures to the needs of firms facing adjustment pressure 
arising from the MTN. These procedures would enable the 
Enterprise Development Board to consider applications from 
MTN-related adjustment cases, to identify such cases, and 
to offer special forms of assistance under the EDP framework. 
Provinical Ministers stressed the need for close coordination 


of federal and provincial activities in this sphere. 
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The Canadian Delegation in Geneva has been authorized by the 
Government to table with the Secretariat of the General Agreement on Tariffs 
and Trade statements formally setting out the basis on which Canada will be 


participating in the industrial tariff negotiations. 


In making public these statements, the Secretary of State for 
External Affairs, the Minister of Finance and the Minister of Industry, 
Trade and Commerce emphasized the importance of these negotiations to 
Canada. They said that the statements reflected Canada's determination to 
achieve overall reciprocity and to ensure that Canada's special interests 


and concerns are fully taken into account in the negotiations. 


The tabling of these statements comes at the beginning of the 
intensive phase of the multilateral trade negotiations as the leading 
trading countries set out the basis for their participation. These 
negotiations cover not only industrial tariffs and non-tariff barriers 


but measures affecting trade in agricultural and fishery products as well. 


J Ministers noted that Canada has major interests in each of these areas. 
| ¢ 
THE LIBRARY 
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Agreements reached in Geneva will have an important bearing on 
the international framework for trade and production for many years to 
come. In this context Ministers underlined the importance of ensuring 
that such agreements are responsive to Canadian interests and that the 


benefits to Canada are shared by all sectors and regions of the country. 


Ministers pointed out that the first of the statements which 
the Delegation will be tabling indicates the basis on which Canada is 
prepared to enter the negotiations on industrial tariffs. The second 
statement sets out a proposed basis for pein lomeneaey neeeria tions designed 
to achieve the greatest possible liberalization of trade in certain 


resource-based sectors. Copies of these statements are attached. 


Ministers emphasized that Canada is prepared to participate in 
the industrial tariff negotiations on the basis of the elements and 
considerations set out in these statements, subject to the willingness of 
other major trading countries to enter on the basis of the same elements, 
and to the achievement of overall reciprocity. For Canada to achieve 
such reciprocity, satisfactory progress will need to be made in three 
areas of particular interest to Canada: the elimination or substantial 
reduction of many of the low tariffs faced by Canadian exports; the 
elimination, reduction and bringing of certain non-tariff measures under 
more effective international control; and the greater liberalization of 


tariff and non-tariff barriers to trade in the key resource-based sectors 


thee 


of forest products and non-ferrous metals. Trade liberalization through 
these negotiations should contribute to the Government's objective of 
bringing about further processing and manufacturing of raw materials 


prior to export. 


In developing its position on the negotiations, the Government 
has had close consultations with the Provinces. It has also had the 
benefit of hundreds of submissions from individual Canadian firms, 
industry associations, business and labour groups, which have been 
followed up in many cases by direct consultations. The consultations 


will continue and intensify in the months ahead. 


Ministers pointed out that the Government is very conscious 
that, in certain cases, there may be a need for special assistance to 
facilitate adjustment to new market opportunities and new competitive 
conditions. The provision of such assistance to Canadian industry has 
been an important function of Government for many years and a considerable 
range of programs is already available to facilitate adaptation to 
various kinds of changes. While a large part of the Government's role 
in the adjustment process will be concerned with creating and maintaining 
a business environment as favourable as possible to such adjustment, it 
is recognized that special help should be available where it is needed. 
In this regard, it is the Government's intention to work very closely 


with the Provinces. 
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Multilateral Trade Negotiations 
Canadian Participation in the 
Industrial Tariff Negotiations 


January 19, 1978 
OTTAWA, Canada 
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The Tokyo Declaration, which governs these negotiations, 
provides inter alia that: 


"The negotiations shall aim to achieve the expansion 
and ever greater liberalization of world trade... 
objectives which can be achieved, inter alia, through 
the progressive dismantling of obstacles to trade... 


- coordinated efforts shall be made tu solve in an 
equitable way the trade problems of all participating 
countries, taking into account the specific trade 
problems of the developing countries... 


- the negotiations should aim, inter alia, to conduct 
negotiations on tariffs by employment of appropriate 
formulae of as general application as possible... 


- the negotiations shall be conducted on the basis of 
the principles of mutual advantage, mutual commitment 
and overall reciprocity, while observing the MFN clause, 
and consistently with the provisions of the General 
Agreement relating to such negotiations. 


- participants shall jointly endeavour in the negotia- 
tions to achieve, by appropriate methods, an overall 
balance of advantage at the highest possible level... 


- the negotiations shall be considered as one under- 
taking, the various elements of which shall move 
forward together." 


The Basis for Tariff Negotiations on Industrial Products: 


The Canadian Government has noted that a number of major 
participants have indicated their intention, subject to the 
achievement of overall reciprocity, to enter the negotiations on 
a basis which includes as elements: 


-a working hypothesis having as its objective the 
reduction of industrial tariffs by a weighted average 
of forty per cent; 


- the reduction of numerically higher rates by 
proportionately more than lower rates; 


- provision for greater-than-hypothesis reduction; 


- provision for less-than-hypothesis reductions or 
complete exceptions but such exceptions to be kept to 
a minimun; 


- provision for the phasing-in of such tariff 
reductions over a period of at least eight years, the 
first reduction being made only after all major 
participants have implemented undertakings with 
respect to the main non-tariff measures; and 

- the elaboration of provisions for special and 
differential treatment for developing countries. 


The scope for Canadian participation in the industrial tariff 
negotiations on the basis of the elements indicated above, and Canada's 
ability to achieve reciprocity, will depend upon a number of 
considerations: 


- the willingness of other major participants also to 
enter the negotiations on the basis of the above elements; 


- the elimination or substantial reduction of many 
numerically low tariffs which face some ninety per cent 
of Canadian dutiable industrial exports to the markets 
of the other main participants; 


- the degree of success achieved in eliminating, reducing 
and bringing under effective control certain non-tariff 
measures, and on the willingness of other participants 

to meet Canada's objective of a greater liberalization 

of tariff and non-tariff barriers in the key resource- 
based sectors of Canada's export trade (non-ferrous metals 
and forest products); 


- reciprocity from developed countries which will not be . 
participating under the working hypothesis, as well as =. 
from those which are participating on that basis, and 

from non-market economy countries: appropriate 
contributions in terms of access to their markets from 

the developing countries other than the least developed; 


- full account being taken of the differential impact of 
tariff reductions on participants who value imports for 
duty on an FOB rather than a CIF basis; 


< 


- arrangements to assist adjustment to a more liberal 
trading environment and agreement on appropriate measures 
to facilitate the implementation of trade concessions, 
including the phasing-in process with respect to both 
tariffs and other ‘rade measures. 


The Canadian Government is prepared to enter the tariff 
negotiations with respect to industrial products on the basis of the 
‘above elements and considerations and the provisions of Article XXVIII 
bis. These together constitute the basis and define the potential 
scope of Canadian participation, subject to achievement of reciprocity 
in the multilateral trade negotiations as a whole. 


The Canadian Government will be negotiating on the basis of 
Canadian tariff rates bound in GATT or, for products not covered by 
items bound in GATT, the permanent statutory rates. 


Resource-Based Sectors of Trade 


The Canadian Government would expect all participants to take 
full account of the interests of those countries, such as Canada, whose 
export interests are limited in number and are concentrated in certain 
resource-based sectors. To this end, it should be one of the objectives 
of participants, to be attained through complementary negotiations as 
necessary, to achieve the maximum degree of liberalization in such 
sectors through inter alia: 


- tariff reductions and tariff harmonization greater 
than called for under the working hypothesis; 


- the reduction or elimination of non-tariff measures 
or, where this is not appropriate, the reduction or 
elimination of their trade restricting or distorting 
effects, and the bringing of such measures under more 
effective international discipline; and 


- institutional machinery and provisions to ensure that the 
liberalization of trade achieved in the MIN is appropriately 
preserved. 


Low Duties 


The great majority of Canadian dutiable industrial exports 
or potential industrial exports to the markets of other participants face 
numerically low rates. However, these rates are often high in terms of 
effective protection and have a decisive effect on trade and production. 
Accordingly Canada will be seeking substantial reductions in a number of 
such tariff rates, and indeed the elimination of many of then. 


Interests of Developing Countries 


The Canadian Government agrees that there is scope for the 
application of special and appropriate differential measures in favour 
of developing countries. For example, in response to detailed product 
requests, it should be possible to consider: 


1. 


De 


greater reductions than called for under the tariff 
working hypothesis; 


special efforts to offer some tariff reduction on 
items on which full reductions under the hypothesis 
are not possible; 


the keeping of exceptions covering products of interest 
to developing countries to a minimun; 


the phasing-in of agreed tariff reductions over less 
than the eight-year period envisaged; 


modification of tariff product descriptions to permit 
application of the above measures should this not be 


- possible under existing tariff nomenclature. 


Multilateral Trade Negotiations 
Proposed Basis for Negotiations 


in Certain Resource-Based Sectors 


January 19, 1978 
OTTAWA, Canada 
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Ministers agreed in the Tokyo Declaration that: 


- "Participants shall jointly endeavour in the 
negotiations to achieve, by appropriate methods, 
an overall balance of reciprocity at the highest 
possible level... 


- The negotiations ‘should aim, inter alia, to... 
include an examination of the possibilities for 
the co-ordinated reduction or elimination of all 
barriers to trade in selected sectors as a 
complementary technique... 


- The negotiations shall be considered as one 
undertaking, the various elements of which shall 
move forward together". 


The Canadian capacity to achieve overall reciprocity 
in the negotiations will depend to an important extent on the 
elimination or substantial reduction of many numerically low 
tariffs which face some ninety per cent of Canada's dutiable 
industrial exports to the markets of the other main partici- 
pants. It will also depend, inter alia, on the degree of 
success achieved in eliminating, reducing and bringing certain 
non-tariff measures under more effective control and on the 
willingness of other participants to meet Canada's objective 
of a. greater liberalization of tariff and non-tariff barriers 
in the key resource-based sectors of Canada's export trade 
(non-ferrous metals and forest products). 


In the Canadian view, the objective of sector negotia- 
tions should be to liberalize trade in a range of resource-based 
products, to reduce the trade-distorting effects of such 
restrictive measures as cannot be removed and to bring such 
measures under more effective international discipline. In 
order to ensure that the liberalization of trade thus achieved 
is not impaired, there should be rights and obligations 


additional to those now in the GATT relating to impairment, 
surveillance and dispute settlement. 


The results of these negotiations would complement 
the liberalization of trade heing sought elsewhere in the MTN; 
they would, in fact, be expected to go further than would the 
general solutions. The Canadian Government does not exclude 
the possibility that progress towards the achievement of its 
sectoral objectives with respect to non-tariff measures and 
enforcement may be accomplished in the general negotiations. 


Particular attention should be given in these sector 
negotiations to the important interests which are involved for 
developing countries. 


Product Coverage 


The Canadian Government envisages that sector 
negotiations would apply to raw, semi-processed and certain 
processed products in the non-ferrous metals and forest 
- product sectors. The precise product coverage would be 
subject to negotiation. 


The essential elements for sector negotiations should 
include: 


Tariffs 


Greater tariff reductions and a greater measure 
of tariff harmonization than called for under 
the general working hypothesis for the reduction 
of industrial tariffs. 


Staging of Tariff Reductions 


In order to meet the adjustment problems of some 
producers, the agreed reductions of most- 
favoured nation duties might be implemented 

over a period longer than that envisaged under 
the general rules for staging. 


Export Measures 


Certain participants have indicated an interest 
in the issue of supply. Canada is prepared to 
consider this issue in the context of seczcor 
negotiations which provide for substantial 
liberalization of trade. In such negotiations 


Canada would be prepared to examine rights and 
obligations additional to those now in the GATT 
regarding security of supplies in these sectors. 
The sectoral negotiations could address, for 
example, provisions: 


1. establishing the purposes for and the 
conditions under which export restrictions 
might or might not be used; 


2. relating to the binding of export taxes and 
the circumstances surrounding their use. 


Emergency Action 


Emergency action affecting trade in products to be 
covered by sector negotiations can have serious 
effects on the economies of certain countries and on 
the availability of supplies of such products. The 
development of additional rights and obligations 
should therefore be considered, designed to avoid, 
limit or control recourse to emergency action 
affecting the trade in these products. 


Government Procurement 


To the extent that government procurement accounts 
for a significant part of the consumption of certain 
resource-based products, consideration should be 
given to provisions which would ensure that 
procurement laws, regulations, procedures and 
practices of public entities are based on non- 
discrimination between foreign products or suppliers 
and domestic products or suppliers. 


Export Subsidies and Domestic Subsidies 


Consideration should be given to detailed and 
specific rules with respect to subsidies and 
countervailing measures for trade in these sectors 
to the extent that an adequate framework of rules 
and obligations is not arrived at in the general 
negotiations. a 


Restrictive Business Practices 


Sector negotiations might address provisions 
regarding restrictive business practices relevant 
to trade in these sectors. 


Sector negotiations should address the need for 
additional institutional machinery and arrangements 
to ensure that the agreed liberalization of trade 

is preserved. Account should be taken in this 
regard of progress in these matters in the general 
negotiations. Provision might also be made for an 
annual review of the trade and outlook in the 
sectors and of the operation of arrangements flowing 
from the sector negotiations. 
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Attached is the text of a statement made in 
Geneva on January 23, 1978 by Ambassador J. H. Warren, 
Canadian Coordinator for Multilateral Trade 
Negotiations. 


Copies disponibles dans la version 

francaise 4 l'adresse ci-haut mentionnée. 
d Ottawa, Canada K1A OH5 

fede (613) 993-7815 


Canadian Participation in the Multilateral Trade Negotiations 


Ambassador J. H. Warren, Canadian Coordinator for the 
Multilateral Trade Negotiations, made the following statement in 
Geneva yesterday to a gathering of high-level representatives 
from the major participating countries: 


~ 


Vit) was six years ago -Yin February 1972 - thatthe 
Canadian Government decided to associate itself with joint 
declarations by the United States with the European Economic 
Sommuni ty, and with Japan, setting out their. intention to 
engage in a comprehensive round of multilateral trade and 
EAritt negotiations. ™ [nso doing’, the* Canadian’ Government 
considered that a further round of trade negotiations could be 
important and mutually beneficial. It would be useful in 
advancing Canadian interests, and would enable Canada to play 
its parte adnedealine ®withisstes*®of concern to others and’ which 
impinge on us. 


In September 1973, the Tokyo Declaration was adopted 
by Ministers and the new round of trade negotiations was officially 
launched. Since that time, the shared commitment and common will 
to negotiate have been reaffirmed at a number of international 
meetings, including three consecutive Summit Meetings of the 
leaders of the major industrialized countries. 


[t*.istevident! that’ the’ political» will to move .forward 
has indeed been reflected in the negotiations as we move today to 
the detailed and intensive stage of the negotiations. The Canadian 
Government has tabled two papers which have been made public in 
erada,, (One. is -entitied “Canadian. Participation in the Industrial 
Tariff Negotiations", and the other "Proposed Basis for Negotiations 
in Certain Resource-Based Sectors". ELPwitlebevctear from’ these 
papers that the Canadian Government joins its trading partners in 
seeking a meaningful outcome from the negotiations and is prepared 
Somplay Lis part accordingly. 


I would like to explain our position in somewhat more 
detail. The Canadian Government has noted that a number of major 
Participants have indicated their intention, subject to the 
achievement of overall reciprocity, to enter the tariff negotiations 
on the basis of certain broad understandings: - 


(ine vA’ workingahypothesite thattwouldaim at the*®reduction“of 
industrial tariffs by a proposed weighted average of forty 
Per Cent. 


(2) Within this context, numerically higher rates would be 
reduced by proportionately more than lowerrates; 


7914 
' 
r = ' 
7 LY 
1 
a ‘ie 
tm 
\ 
i 
, i 
i = 
i 
5 i 
1 
j 
Pave : 
iw 
ba 
y . vi 
1 
ve 
¢ 
rs ‘ 
y) ‘| 
5 
eo 
sf 
i 
re 
7 
b? - 
is igs ; | 
’ } 
' ’ 4 
’ yaa 
' : ‘ 
iy Wt ? é , j ‘ 
fh 
' 
‘ 
r 1 
‘ 
os 
' 
*. * 4 Al 
Pr : a 
° 
, j 
Site’, 
4 ge 
j 
erg oe =O 
i : on #* ] 
. ; . 
! 
, ‘ 
’ . 
=H * b us yy nS a 
J —s bef 
VATAay : i wz 
aon eG ¥ 
: ats 


(3) There would be provision for tariff reductions and for 
partial or complete exceptions, but such exceptions to 
be kept, to a minimun; 


(4) Tariff reductions would be phased in over a period of at 
least eight years, the first reduction being made only 
after all major participants had implemented undertakings 
with respect to the main non-tariff measures; and 


(>) The elaboration of provisions for appropriate. special and 
differential treatment for developing countries. 


The scope for Canadian participation in the industrial 
tariff negotiations on the basis of these understandings and our 
ability to secure reciprocity will depend upon a number of 
considerations:- 


(1) The willingness of other major negotiating countries also to 
enter the negotiations on the basis of such understandings; 


(2) The elimination or substantial reduction of many numerically 
low tariffs which face some ninety per cent of Canadian 
dutiable industrial exports to the markets of the other main 
participants; 


(3) The degree of success achieved in eliminating or reducing and 
bringing under effective international control certain non- 
tariff measures, and the willingness of other participants 
to meet Canada's stated objective of a greater liberalization 
of tariff and; non-tariff barriers in the jkkey resource-based 
sectors of Canada's export trade; 


(4) Reciprocity from developed countries which will not be 
participating under the working hypothesis, as well as from 
those which are participating on that basis, and from non- 
market economy countries; 


Cpeetulis account beine taken of the differential impact,of tariff 
reductions on participants who value imports for duty on an 
FOB rather than a CIF basis; 


(6) Arrangements to assist adjustment to a more liberal trading 
environment and agreement on appropriate measures to 
facilitate the implementation of trade. concessions, including 
the phasing-in process with respect to both tariffs and 
other trade measures. 
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The Canadian Government is prepared to enter the 
tariff negotiations with respect to industrial products on the 
basis of these understandings and considerations, and the 
proy sions’ of Article XXVIII bis. ,.These, together with the 
requirement of the Tokyo Declaration that "Participants shall 
jointly endeavour....to achieve by appropriate methods an 
overall balance of advantage at the highest possible level," 
constitute the basis and define the potential scope of Canadian 
porta cipation:. 


Let me refer briefly to the issues involved in resource- 
based trade. The Canadian Government would expect all participants 
to take fullojaccounts of the concerns ‘of those countriés, such as 
Canada, whose export interests are limited in number and are 
concentrated in certain resource-based sectors. To .thie end), sit 
should be an objective of participants, to be attained, as foreseen 
in the Tokyo Declaration, through complementary negotiations as 
necessary, to achieve the maximum degree of liberalization in such 


rsectors. The Canadian statement which has been circulated on this 


subject sets forth a number of particular ways whereby this 
objective might be achieved. 


The great majority of Canadian dutiable industrial 
exports, or potential industrial exports, to the markets of 
other participants enter, as I have indicated, at numerically 


low rates. However, these rates are often high in terms of 
effective protection and can have a decisive effect on trade and 
production. Accordingly, Canada will be seeking the elimination 


Orrsupstantial reductions of such tariff rates. 


Mr. Chairman, it should be clear from my statement today 
and from the two texts which have been circulated that the Canadian 
Government attaches major importance to dealing in these negotia- 
tions with non-tariff measures. I would wish to underline also 
Canada's substantial interest in the results of the negotiations 
With) regard to agriculttral and fisheries products. 


The detailed supporting papers with respect to Canada's 
offers in these negotiations will be tabled very shortly. 


In the days and weeks ahead delegations will, of course, 
be caretully examining the offers of others to judge the extent to 


which such preferred concessions meet national and, in the case of 


the EEC, Community objectives. We look forward to detailed 
negotiations with our trading partners leading to results which 
Wivietbrane real andslasting benefits to all participants. We are 
dealing with the trading framework for at least the decade ahead. 
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Much work remains to be done and many difficult sessions lie 
ahead; but we are at last getting down to the real business. 
With the necessary resolve it should prove possible to attain 
our goals". 
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Unemployment is a very serious problem in the country and a deep concern iy 
to everyone at this table. It is very high and very deeply rooted in 

some regions. It is far higher among women and young people than among 
adult men. We will have to continue to erarraene unemployment problem 


on many fronts. ; 


The federal government has acted to stimulate consumer and business 
spending and has mounted major programs of direct job creation. This 

year, as a result of the budget of last March, the further tax cut I 
introduced in October, and the tax cut effective January 1 from indexation, 
individuals will have their federal income taxes lowered by $2.2 billion. © 
The reductions and incentives provided to business in the March budget 

are worth $900 million this year. The Canada Works Program and other 
components of the government's continuing employment strategy are devoting 
close to $500 million per year to create jobs in the private and public 


sectors. This is being supplemented by $150 million for direct job eae 


creation through federal works, and by $100 million per year through the 


job tax credit. 


Federal expenditures have been closely conaneme But the tax cuts | i 
and the new fiscal transfers to provinces have meant that the federal lZ 
deficit has risen to record levels. I still expect federal government 
financial requirements to be in the $8 1/2 billion range this year, up 
more than $3 billion from last year. Next year a further substantial 
increase is expected, though the bulk of this increase is accounted for 
by the paying off of $2 billion in accrued interest on Canada Savings 


Bonds. ‘ 


These federal policies and the measures taken by provincial governments 

have helped. Although the unemployment rate rose to a peak of 8.5 per 

cent in December, the number of Canadians with jobs rose last year bye ( 
more than 250,000. The Canadian economy seems to be growing more 
rapidly now. We have seen a big improvement in our foreign trade. 
Consumers and businessmen are becoming more confident about the future. 
I am looking for 5 per cent real growth in 1978. I have not been urged ( 
to lower my sights by my provincial colleagues or by the business leaders — 


with whom we have consulted. 


Even so, we have a long way to go. Our recent experience has shown that 
the federal government cannot do the job alone. The co-operation of all 
governments is needed. We also need to build a better partnership with 
business and labour. Even then, we will not be able to restore stable 
prices and full employment quickly or easily. This will take time. A 


major national effort is required. 


This is why we have tried to look four or five years ahead, not just one 
year. I am sure First Ministers will be familiar by now with the material 
set out in our document, Canada's Economy - Medium-Term Projections and 
Targets. We think the targets are realistic. We can achieve them if we 


all respond to the challenge. 


We are calling for average rates of growth of 5 1/2 per cent a year 


between now and 1981. This is about |] per cent faster than the long run 


trend, so we would be cutting into the slack which now exists. Employment 
would grow faster than the labour force, and unemployment would fall - 
slowly perhaps at first, but then more quickly. We should be getting 
unemployment down toward 5 1/2 per cent by the end of 1981. 


The: strongest element in the recovery should be investment, especially 
in the energy field where major projects lie ahead of us. But we will 
also need a rapid growth in our exports, and more moderate growth in our 
imports. Our balance of payments deficit is too large and needs to be 
reduced. We have made a start on this, with the help of faster growth 


abroad and a lower dollar. But we have to keep our costs down. We have 


to do all we can to improve and exploit our trading opportunities both 


at home and abroad. 


Consumer spending can be expected to grow at about the rate of the 


economy as a whole. This will be a supporting force, especially in the 


early stages of the recovery. Because more resources will be needed for 


investment, there should be relatively slower growth of government 


spending on goods and services. 


We must also keep fighting inflation, not only until controls come 


4 


but also in the post-control period. The target we are proposing is a 


E ie 
steady reduction in the inflation rate to 3 1/2 per cent by 198, 1 The 
Dee ae 
are bound to be ups and downs, as we have seen recently with f 

‘ a 


But we must hold to the general thrust towards lower inflation. 


means that wage increases will have to keep on slowing down. E gut rea! 


wages can continue to rise, if not at the extraordinary rates we ha 

enjoyed in the past. : ae ee ay a 
; a 

ae: hag a 


We absolutely must achieve the inflation targets if we are going oe 


create the new jobs and higher output we need. endl wane: 


Obviously oe an open country like Canada, developments in ‘the r t of 
Ch a ; 
the world will be very important. To have sustained | growth, and 
inflation, the economies of our major trading partners. must ie 
and they will have to fight their own inflation successfully. 
7 i heas a die 
ee! et eee, 
We can do much to ensure our own recovery. BI apis eh 
t . ae : a i. 


can do it alone. Meas can ee a frée ride as Canada m 
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to structural change, and in ee: the Soni 7 


higher efficiency and productivity. We as “governments 


together in cova the. right kinds of co ag ol et 


° , se - i hel 24 Pit - , ‘ G1 
hes 420 at | cau * a 
One of the main aims of ‘bhi conference is ee us de ve. 
4 hat: 


growth strategy. That strategy should | include the big 


and monetary policy. It should tect ee. 
deal with inflation. And it sHoaee ‘inc ude policies to 


efficiency and growth in the private sector 
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growth of demand which will accommodate the 


declining rates of inflation. ‘This has been 


policy during ae anti- S Gtlaeion program, 
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important Sieaeit in the medium-term st ate. 
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On the fiscal side, we believe that governments should continue to keep 
a Close check on their expenditures, so they do not grow faster than the 
economy as a whole. Within this overall restraint we think priority 
should be given to types of spending which directly encourage economic 
growth and development in all parts of the country. This may mean that 
cuts will have to be made in other parts of our budgets. However, as 
long as so many people are unemployed it will be sensible policy for 


governments to keep on running deficits to help overcome the problem. 


We must also do all we can to ensure that the targets for prices and 
costseare.achieved.,  <id. prices rise faster than.we have projected, 
output will rise more slowly and unemployment will remain high. When 
controls come off, we will have to rely on common sense and realism in 


the private sector. Of course, it will be important to keep on developing 


the most effective and acceptable means of consultation between governments 


and business, labour and other private sector groups. But I also think 


there are things we as governments must do. 


The policies we follow in setting the prices which we control and the 
compensation of our own employees will be important, both in themselves 
and .as examples to others. We have already made progress in discussions 
of our compensation policy. I expect we will get to this in detail 

later in this conference. Surely, the important point is that governments, 
which do not face the same test of profit and loss as private employers, 


should follow rather than lead in the setting of wages and salaries. 


We have also proposed to establish a monitoring agency to keep watch on 
prices and costs when controls start to come off in April. This proposal 
was first advanced last summer when serious discussions began on when 


and how to lift the controls and what would be needed to help get prices 


down further in the post-controls period. Since then there have been 


many talks with many groups about this basic idea. 


I continue to think that the monitoring agency could play a very useful 


role and I would like to outline what we now propose. 


In the first place, as we have always stressed, the agency would not 

have any mandatory power to order or enforce rollbacks of increases in 
prices, wages, or professional fees. 

Second, it would not have any general power to impose reporting requirements 
upon business firms or employers as now provided for the present Anti- 
Inflation Board. Rather, it would look to existing sources of data and 
information for the bulk of its work. Contrary to the false alarms that 
have been sounded, it is not our intention to add to the reporting 


burdens on business. 


Third, its main job would be to track general trends in prices and costs 
when controls come off and to warn us all - governments and the public 
generally - if we seemed to be in serious danger of heading back into 
galloping inflation. [It would keep a constant focus on this fundamental 
problem, do studies and reports for the public on the sources and causes 
of serious inflationary pressure, and advise on policies and programs to 
reduce these risks. 


/ 
It would also have the power to recommend to the government that a 
special inquiry be conducted into a particular hike in prices, wages or oc 
other incomes which seemed to be completely unwarranted and to pose a 
serious threat to overall price stability. The government might then 
choose, or not choose, to have the agency conduct the inquiry, with such 
powers as necessary to do that particular job. Such a system for special 
inquiries would not apply to any area where a public regula agency 
already does that work. It would extend, however, to any other area of 
the federal government's own operations. We would also invite the 
provinces to opt in to this system, but specify that any such special j 
inquiry would only be authorized with the agreement of the province - 


concerned. 


Finally, we think that it would be very helpful to ask the agency to 
play an important research, educational and promotion role in raising 


/ 2°, 
productivity in Canada. This is not a new idea or venture. It has been 


tried before. But the whole area is of fundamental importance to better 
ar, cost and price performance, and thus to employment growth. It's 


; 
a time to address it in a more formal way on a national scale. 


~" : 

I hope we might have the support of all the provinces in this approach. 
If we cannot bring the full force of an informed public opinion to work 
against persistent and strong price and cost pressures, we are not 


likely to succeed in the battle against either inflation or unemployment. 


Let me turn now to the question of the structural policies and programs 
needed now to bring about faster growth and more jobs. In the discussions 
of the past two months, we've been talking about the need for structural 
change and improvement in the national and regional economies, and what 
policies and programs can help to bring this about. These so-called 
framework and sector policies comprise most of the agenda of the conference. 
Their broad objectives must be to reduce the barriers to growth, improve 
the business and investment climate, and make the Canadian economy more 
flexible, competitive and efficient. That is the path to reduced inflation 


and more jobs. 


The labour market is one key area of structural policy. We have to do 
more to match people with jobs if we are going to keep the rate of 


inflation coming down as the rate of unemployment falls. 


We have to ask ourselves whether our system of education and manpower 
training is well suited to our economic needs. Our young people are 
understandably fed up when they spend many years of hard work at university 
ona then find that they are not able to use their knowledge. On the 

other hand, we find ourselves looking abroad for people with industrial 


Re aika lus | even with 8 1/2 per cent unemployment. 


Ss, We need better vocational counselling in the schools, bridges to work 


such as co-operative education and massive improvement in labour market 


~* ey" 


information. 


— = S 


These are matters which fall under the jurisdiction of the provinces. 
The federal government is prepared to help where it can. My colleague, 
the Minister of Employment and Immigration, has been discussing our 
manpower training programs with his provincial colleagues. These programs 


have tended in some cases to become a disguised form of income transfer. 


We want to get them back to their original purpose of helping Canadian 


workers find good jobs. 


Then there is the question of labour mobility. In the dynamic and 
competitive world of the next few years, people are going to have to 

move between industries and regions. If there are barriers in their 

way, we will be left with hard-core pools of unemployment. Such barriers 


should be removed. 


Finally, we have to look at our whole system of unemployment insurance 

and welfare, and keep on asking ourselves whether they leave erode a 

incentive for people to take the jobs which are available, even if they | 

are not exactly the kinds of jobs which are desired. The unemployment « 
insurance program has been tightened up, and amended to allow for the 
developmental use of program funds in such areas as training, work 

sharing and job creation. But as the rate of unemployment falls, it y 


will become more and more important to make sure that job vacancies get aN 


filled. 


7 ae 


As for other structural policies, my provincial colleagues and myself fee 
discussed a number of issues at our conference three weeks ago. A. 3 
résumé of our discussion and conclusions, taking note of dissenting 

views, has been made available. I think it fair to say that chat résumé 


represents a general view of the broad directions needed in our economic 


policies, although there remain differences of view on some of the = 
specifics. Nevertheless I think I can report on the following . A > ( 
points as commanding the support of myself and most of my provincial ae 
colleagues. Without in any way presuming to prejudge the discussions of Bat 


this conference we felt that the following points deserved priority 


- i i ; . 
attention: ( 


- Continued efforts to develop a stronger and more competitive 
industrial structure, including participation in the trade 
negotiations, but with due regard for traditional industries 


and regional balance. 


= Adequate adjustment programs for industries affected by the 


trade negotiations. 


= The development of mechanisms for industrial rationalization, 


mergers and modernization in particular sectors. 
= Welcoming foreign investment wherever consistent with cultural 
objectives and of significant benefit to the national or 


regional economies. 


: Specific efforts in both private and public purchasing to 


promote import replacement. 


= Continued support and innovation in programs for regional 


development. 


= The maintenance of an effective internationally competitive 


system of corporation taxes and investment incentives. 


= Reducing and simplifying the burden of government regulation 


on the productive private sector. 
= Programs to reduce our large tourist deficit. 
= Acceleration of private and public energy projects. 


These are only some of the things we have to look at during this conference 


and in the months ahead. 


I think we can find important areas of agreement. I think we are all 
coming into this with open minds, and that we all want the work of the 


next three days to lead to practical and effective action. 
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APPENDIX 


; Federal—Provincial Conference of Ministers of Finance 
January he 2 7508 O06 


Resumé of Discussion and Conclusions 


5 LS Thess ecaeral and provincial) Ministers of Finance. met 
in Ottawa, January 26-27, to examine the current and medium- 
PV iieoeiiainrn or economic land, Lingncpal policy, with particular 
PemereneenLowtne outlook for. fiscal 19/8-79 and a‘technical 
StucyeoLtveconomic and fiscal projections and targets for. the 
medium-term period to 1981-82. 


was There was a unanimous view that the resolution of the 
major problems of unacceptably high rates of unemployment and 
‘oto, and tageing national and regional growth, called.for 
the closest federal-provincial co-operation in broad economic 
POlreyeatd=ein the adoption of early and specific initiatives. 
Continuing close consultation with the private sector would also 
be essential in both areas. 


3. Given the need to reduce inflation further as an 
Sseential Conartion for a sustained. increase in job creation. and 

} real income, there was substantial support for maintaining 
corr oMmeerectraane wn the crowth ot public spending, by all levels 
of government. The majority view was that the rate of increase 
in public expenditure should be held below the trend rate of 
Prone time ne nos s National product; two provinces, , however, 
fellts.tiat a. combination of “inereased spendine and/or tax reductions 
might be appropriate to their immediate particular circumstances. 
It was generally recognized, moreover, that the current and 
prospective unemployment problem warranted such stimulatory fiscal 
pPOEtoy fac waco yudeved “tinancial by sound, and as would be. consistent 
with maintaining general confidence in government debt management 
poOLteCilesuand with the. progressive diminution of deficits as 
unemployment is reduced. 


a —Loort eT coelamiyaimportant aspect of restraint jin public 
ve zs spendine us, the level and trates of increase in wages, salaries 
and. other forms of compensation for public. and para-public 
employees. the. view was Chiat Phe coneceproof total compensation, 
Torin etinecmserrom rates: of pay. only, 1s,.4, valid. one ‘and that 

Per eu bioce see tor should not lead vor be a pace-setter for the 
) peaivate Secror. Purther. I was recognized that, particularly 

P Gia ticwhis pudgetary.and financial circumstances, facing, some 
governments would impose additional constraints on compensation 
settlements. 


Ste The ministers also confirmed the importance of their 
annual economic and fiscal policy ‘conterence. It was agreed 
that an- effort should be made to hold this annual meeting ; 
before the Christmas period each year to facilitate fiscal 
decision-making.” A majority further agreed that wct, wou us pe ( 
useful to explore ‘the possibility of the teonterencer eae imc 
establishing a” guideline range for cCompensatu on, in enemp unas 
sector for the tfollowime period, Laking) anta 2ceo ume 
principle of comparability with the private. sector, ana. trea. 
Ly fais a t 1 One Alternatives to this procedure mrent ausompe 
explored. 


O% While affirming majority’ support for the researnen same 
educational role of the proposed monitoring agency with fegard 

to developments: in price and incomes for a limited period 

after’ the’ ending off mandatory controls,” provineral Milas eem 

were concerned over the application of monitoring to the public ° 
séctor or, to aréas not’ Subject to surveillance under, the iam 

Tat Lat Done Ac ie. Lt wast noted” that public) instieutcrons Mevvaene 
charges of fees.;upon users almost invariably are also 

significantly dependent for support) from cemeral tax reventes 
Further, the dominant pattern in public business enterprises a. 

to operate at or below cost," with minimal or necalives bateo mom 

return On Invest edweap med ie. In relatively, rare exceptions, ( 
pricing policy essentially represents ,a special form of public 
taxation which would not, in any event, be reviewable Dy sume 
proposed agency. Moreover, to the extent that compensat vom 

for public ‘employees follows. the Goemneepres. and Vrinc1plecas ; 
outlined in paragraph 4 above, it would not be expected that 
monitoring would be required. Concern was also expressed as to 
the potential scope, powers and duties of the agency, and Dtiywae 
clearly affirmed that the agency would not have any mandacou, 

or direct powers of “Intervention. It was agreed that the 

issue of monitoring of prices and incomes should be referaedeseo 
First Mipisters. : : Bee 


a 


a Ministers agreed that - the necéssary expansion. 
employment and a sound balance of payments situation over the 
medium-term would depend crucially upon sustained improvement . 
in Canada's international wcompetie uve positon and 4 significant 
growth. in private sSicctor Investmen oe A majority also feprea se 
specific structural policies ‘tould help directly »oeenmes expand 
exports and to replace imports with goods and sSservmeecsmunean oy ( 
domestic Souzces. Specific: co-operative federal-—prowinerae 
initiatives’ should” therefore be ‘taken along the fobhowme anes. 


in close COnS@ULatLLONM With the. private sector: 


Cay) Continued effort to develop a stronger and more 
COmMpel Lery eG pindustrial structure. inchudine participation in 
the current multiasaterad teade negotiations, but with due 
ERepard. (om straditional industrtres, ana regional balance. 


(b) National leadership to formulate adequate 
adjustment programs for industries affected by the trade 
negotiations, to be implemented with the co-operation and 
Bupport Of sohe p POV NCEesS. 


Gey) Special ef fLort to, develop mechanisms for 
induct pial Tratvonpamizatron, mesctructurins and modernization in 
PawieucuLar wee Lors, as required to improve competitive .scale and 
effectiveness in both export and domestic markets. 


(d) Affirmation of the importance and the welcome 
to bevaceorded to foreign anvestment, wherever consistent 
When cultlutral obj ,ectives and the ,exasting test of significant 
benefit to the national or regional economies. 


Cy mopecialvermorts, ineeboth private: and public 
purchasing to promote import replacement wherever domestically 
produced goods"or ‘services are’ competitive as to price and 
quality. 


(f£) Continued support, review and innovation in 
programs for regional development, keyed to the immediate and 
longer-run economic development. potential of each province and 
WES 1 OTL. 


(2) A commitment to maintain an internationally 
COMpeCiet hive DeORtltome wien toranrd to the nel impact of corporation 
faxes and investment tinmeentives, recognizing however that 
Lesouree, tents AavaLlabtetmieht warrant, special revenue levies 
Pola ted soompromine ha OWwnensh ip or resources. 


Ci) eine cat lend me mi Pn ieye be. undertaken to 
fetermine spec uhicestepse tina Mien abe taken to neduce and 
Simplify he over-all’ burdenwot reeulation imposed by all levels 
Of eovernment on the productive private sector. 


(i)... Particular,)programstostdmuleatbertiewdomes mua 
tourist industry and reduce the large international deficre 
On  travedsaccount. . 


(jj). “Accelération to the vJextentypracerce.. aan 
economically sound of private and public energy investment 
programs. 


(The Minister of Finance for BretrsheColuno meena 
indicated a dissent from the particular wording of sa@b-clangeee 
Cape, sep, Coys tRGure "dee a thc” Coe The Minister for Saskatchewan 
has indicated dissent from the wording of Clauses —(d) Gee 


(h).) 


8. A majority. of ministers (agreed that this resumé of 
conclusions should be:reported to the First Ministers Coppereree 
as reflecting their substantial consensus, sbut notncomp! cucu 
detailed agreement, as to the direction of broad jeconomicapauae 
and the specific measures deserving priority attention. 
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Process, Of COnSuitation. 1S"critical to the istability of 
Confederation, and I welcome this opportunity to focus 

our collective and constructive attention on our most 
demanding national problem -- the economy. The acceptance 
by the federal government of its leadership and 


responsibility in this area is encouraging. 


Ministers of Finance, in reaching broad agreement on 
economic targets, have laid a good foundation for First 


Ministers to build on. 


Economic targets are, however, only a beginning and must 
be supported by specific federal policies and programs 


which will best achieve the end resultS we agree upon. 


It is my view that the priority for government action 
is the achievement of better economic growth and the 
creation of long-term, productive employment. That is 


what this Conference is about. 


I am therefore tabling, this morning, Ontario's proposals 


for a national economic policy over the next few years 
entitled: An Economic Development Policy for Canada. 


A pre-requisite to securing our common economic objectives 
is nothing less than the adoption, now, of a completely 
fresh attitude of cooperation and continuous consultation 
among the First Ministers of this country. We need an 
improved means for presenting economic issues and 


Gonsidering policy alternatives. 


As an example, the intergovernmental resource taxation 
disputes of the mid-1970's cost Canada many jobs and 
almost wrecked the confidence of the international 
investment community in the economic stability of the 
ccouniGry. Canadian investors were equally distressed 


by. sehat conflict. 


-2?- 


I hope that better consultative processes can be devised 
to allow us all to be more reasonable with one another 
if ‘conflicts ‘of’ that kind ever arise again. "tne coumee 
suffers immense damage from such breakdowns in 


intergovernmental cooperation. 


I am proposing a National Council on the Economy, composed 
of Finance Ministers and representatives of labour, 
business and other groups in the private sector, who 

would report to First Ministers. This proposal is 
contained in our document, An Economic Development Policy 
for. Canada.” Gis shal: have: mores ce say about this matter 

on Wednesday when we discuss the specific issue of 


future consultative arrangements. 


While we shall be concentrating our efforts in this 
Conference towards the resolution of economic problems 
of the medium term, we cannot ignore the fact that 
almost one million Canadians are today without jobs. 

I am, therefore, tabling a ten-point program entitled 
Immediate Actions for Job Creation which I advance for 


the consideration of this Conference: 


1. “Adopt' a national “Make-a-Job: Buy Canadian, 
promotion program. 


2. Use to better advantage the $1.3 billion in 
annual unemployment insurance benefits paid 
to young people, so as to create jobs for them 
and lasting social gain for the country.) on 
Ontario alone, these benefits paid to young 
people amount to $400 million a year. 


3. Implement a joint federal-provincial tax credit 
incentive designed to expand jobs in research, 
design and development activities in Canadian 
industry. 


4. Act now at the federal level to remove any 
impediments to the acceleration of energy 
investment projects across Canada, particularly 
those in the private sector. 


5. Negotiate with major auto companies for a fair 
share for Canada of the massive investment 
program they will be undertaking to reach new 

fuel economy and pollution control standards. 


6. Open up a line of credit to CN/CP to expand 
investment in railway roadbed, track, signal 
equipment and grade crossings, especially in 
the Quebec-Windsor corridor. 


7. Move quickly to take advantage of the new 200- 
mile limit to create attractive incentives for 
private sector investment in the fishing industry. 
New construction orders are needed in shipyards 
across Canada, including those in Ontario. 


8. Take advantage of the growing demand for large 
freighters on the Upper Great Lakes by encouraging 
the expansion of Canada's fresh water shipbuilding 
and repair industries through the provision of 
large scale drydock facilities. 


9. Shelve the proposed competition legislation for 
at least five years to improve business confidence 
and create a climate within which industrial 
restructuring can take place. 


10. Continue to give priority to the improvement of 
federal manpower programs so that employers and 
employees can receive the benefits of more 
efficient services. 


These kinds of initiatives would redirect public sector 
resources into the creation of productive jobs. They 
would minimize the need for public expenditures, and 


maximize the involvement of the private sector. 


Public sector fiscal policies have made the tax system 

very expansionary. Our estimate is that, given no changes 

in government programs, at full employment the federal govern- 
ment deficit last year would still have been over $5 billion 
and Ontario's over $750 million -- on a national accounts 
basis. Business and personal savings are relatively high and 


now is the right time to encourage private sector investment. 


The economy is beginning to respond to fiscal stimulus. 
Selectivity of public spending and better focusing of 
economic policies and programs are now required to 
continue the process of recovery into the. longer 


term. 


Related to this is the matter of improving business 
confidence. I appreciate that the Canadian dollar 

had to move to a level more consistent with our 
industrial cost structure, but, it has been left 
psychologically defenceless by the federal government. 
This will affect the nation's ability to raise capital 


abroad. 


While I would not want to define exactly where the 
Canadian dollar should settle, it would help business 
confidence if the federal government were to indicate > 
that it has decided on a natural range for the dollar, — 
paw aVe Bib wil 8s Ine pug Heyy ales prepared to put up some defence around | 
that range with the most appropriate policy weapons 


) available. 


To provide a focus of our discussions at this Conference, 


I think we have to keep four basic principles in mind: 


. Without a reasonable level of price stability, 
economic growth will falter and muse 
would remain high; 


- Policies must reinforce private sector investment 
as the major source of growth in igh’ and incomes; 


. Export growth and import Teal seems are two of 
the most Significant areas of opportunity for 
the creation of new jobs; and 


. The regional distribution of incomes and jobs 
has to be continuously improved, especially 
through incentives to the private sector. 


a5 


ff they are to be met, the federal economic goals 


must involve a large shift of emphasis. In my judgement, 


this means less job growth in the public sector and 


expanded opportunities in the private sector. 


Ontario's views on how this can be accomplished are 


contained in our document An Economic Deve lopment 
Policy for Canada. 


In outline, our medium-term economic policy calls for: 


ea pe ed DL 


as Our 


an agreed program of national fiscal restraint 
in which public sector growth is held to a rate 
less than that of Gross National Product; 


an implicit national incomes policy in which 

First Ministers, guided by our Finance Ministers, 
each year provide an indication of the anticipated 
growth in the economy, the policies needed to 
Maintain growth, and the capacity of the economy 
to absorb increases in personal and business 
incomes; 


actions to improve the business climate, 
particularly the regulatory environment, and 
commitments from governments which provide 
greater certainty, and competitiveness, in 
the tax environment; 


programs and policies to expand jobs and incomes 
through increased exports and import replacement, 
especially in manufactured products and in 
resource upgrading. There are particular 
opportunities to be exploited in autos, petro- 
chemicals, and machinery and equipment; and 


programs to restructure, modernize and rationalize 
our industries before the GATT changes take full 
effect. 


speak further to certain aspects of these issues 


discussions proceed, and particularly tomorrow 


when we discuss commercial policy. 
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FOREWORD 


There is little argument that governments must 
assume a significant share of the responsibility for 
the creation of conditions which lead to full employment 
and price stability. The world economic situation, and 
the competing and often conflicting demands we all make 
on Confederation have turned this responsibility into a 
Particularly complex but vitely task of the.1970"s. 


This document outlines ten specific proposals 
which the Ontario Government believes will make an 
early contribution to regaining the momentum of economic 
growth in Canada. These are measures which are designed 
to expand the private sector, create jobs and ensure 
growth with minimum public sector outlays. 


I am particularly concerned that young people 
in Ontario and other parts of Canada should not suffer 
the burden of an uncertain economic climate. Today, 
close to half of the unemployed in Canada are young 
people. at as my firm) belief that with proper policies 
and bold actions, we can offer them a secure future with 
GOOG PLespectss of, JObSpandsrisingyancomes,-so that they, 
too, may enjoy the many benefits of this great country 
and contribute to the maintenance of its prosperity. 


It is in this spirit that the Government of 
Ontario advances this national ten-point program for 


immediate job creation. 
) Y } ° 


William G. Davi's 


Premier of Ontario 


TEN JOB ACTIONS 


"MAKE A JOB - BUY CANADIAN" 

JOB CREATION FOR YOUTE 

INNOVATION IN CANADIAN INDUSTRY 
ACCELERATED INVESTMENT IN ENERGY PROJECTS 
JOB POTENTIAL IN THE AUTOMOTIVE INDUSTRY 
ETMPROVED" RAIS FACIE at brs 

INVESTMENT UN Thr PlShiNG iNDUS TRY 
EXPANDED  SHIPBULLDINGS FACTuIT IES 

REDUCING RED TAPE FOR BUSINESS 


MORE EFFECTIVE MANPOWER SERVICES 


See 
/MAKE A JOB — BUY CANADIAN" 


Proposal 


The federal government should embark on a "Make a 
wOb,— Buy Canadian” \campaign to: 


- encourage Canadian consumers to buy Canadian 
produced goods when quality and price are 
comparable to those of imports; and 


- encourage Canadian industries and governments 
to adopt the same program. 


Benefits 


1 Thescunrent trade deficit in fully manufactured 
goods is about $1ll billion, representing a 
potential employment opportunity of 170,000 
FOODS. 


weouUcChean-CanMipalgn cane assist andustry to) ration— 
alize so that it can compete more effectively 
ipeeaworlcd markets. Lt. will also .assist an the 
process of building a national market. 


. Part of this program would include a "See 
Ganeda hirst), promotion... -Reaquction of. the 
We Vebalitonetorergn. travel! deficit, provides 
aimOppOLeUmet~e EO mecover ups to, 100,000 jobs 
iiman, Industry which ~us laboum, intensive. 


Means 


Effective coordination of government purchasing 
policies will be necessary if Canadian industry is to take 
advantage of the widest possible domestic market. 


Vicia type On tel MC nan gor LVaLe SeCton 
promotion efforts should be undertaken to improve the 
acceprabilityoL Canadian products; one élement could be 
a commonly identifiable symbol for Canadian produced goods. 


An aggressive advertising program would increase 
consumer awareness of the economic impact, in terms of 
jobs and the balance of payments, of buying Canadian. 


JOB CREATION FOR YOUTH 
Proposal 


An examination by the federal government of alternative 
ways to take better advantage of the $1.3 billion in annual 
UIC payments made to youth, so as to create jobs of lasting 
economic and social benefit. 


Ontario plans to increase its spending on job 
programs for young people ' from $63 million ito’ $78 milizen 
En 1957-87. 


Benefits 


. The size of present UIC payments to youth, at 
$1.3 billion, creates unusual opportunities for 
more aggressive experimentation in job-creating 
programs. If half of this amount were directed 
to these programs, youth unemployment could be 
cut by ever 100,,000. 


. More effective use should be made of existing 
labour resources and training. 


. Opportunities should also be created for new 
labour force entrants to gain on-the-job 
experience and develop marketable talents. 


. Job creation should be mainly in the private Sectom 
Means 


It is essential that the federal government develop 
a well funded and administratively simple private sector 
oriented program of job creation for youth to reduce unem- 
ployment. 


INNOVATION IN CANADIAN INDUSTRY 


Proposal 


The federal and provincial governments should jointly 
provide a new performance tax credit to provide incentives 
for employment increases in industrial research, design and 
development over existing levels. 


Benefits 


Means 


A number of sources have identified industrial 
technological innovation as the key factor in 
creating jobs and improving the performance of 
productivity and exports. 


The deficiency in Canada's ratio of research 

and development expenditures to GNP is dramatic. 
Expenditures are 1.1 per cent of GNP for Canada 
compared with 2.4 per cent for the United States 
and 2.3 per cent for West Germany. Canada's gap 

an andustrval R & D jobs could be as-high as 59,000. 


Successful innovation resulting from such a 
program could reduce this gap and add sub- 
Stantially to total manufacturing activity. 


By providing a continuing 100 per cent tax credit 
against additional employment, the program would provide 


positive 
Canada. 


incentives for an expansion of R & D jobs in 
If this program were to generate 10,000 jobs, 


the annual cost would be: 


10,000 

New R & D 
Jobs 

(million) 
- Salaries for new R & D Jobs $250 
Precent Tax Treatment at 33% C.1.T. S 183 
- Proposed Tax Treatment SRS) 

Net Incentive to Private Sector 

(eo Pe LOSS) Soa 


Gain tnee.i.L. Collections 
(at 20% rate) S “50 


Net Federal-Provincial Annual Cost $117 


ACCELERATED INVESTMENT IN ENERGY PROJECTS 


Proposal 


The federal government should act quickly to remove 
impediments to the acceleration of investments in the 
energy sector, especially private sector investments, and 
take full advantage of job-creating opportunities and the 
availability of capital and industrial wcapacityeinsCanadar 


The maximum economic benefit to Canada in jobs and 
incomes will be obtained only if high levels of Canadian 
content can be ensured. 


Benefits 


. The magnitude of Canada's energy investment 
program is such that even modest accelerations 
over a few large projects would yield significant 
economic results. Energy investments are 
estimated to be $74 billion in the five-year 
period 1978 to 1982, and will account for some 
20.7 per cent of total private sand wpublic capi tam 
investment. 


. The following tables show the scale of some of 
the major projects under consideration. Employ- 
ment estimates are approximate and should be 
taken as guides to general magnitudes. The 
jobs are shown in total man-years and do not 
represent annual jobs. 


ESTIMATED ENERGY INVESTMENTS IN 
RELATION TO TOTAL INVESTMENT 
(billions ofgeurrent. dollars) 


5-Year 
1978 1979 1980 1981 19282 Total. 
Energy Investment LORS La78 14.7 BRIER S: 19.4 13.5 


Total "Capucal 
Investment 


Energy Investment 
as Per Cent of Ms) 4) 19.4 BMA, Dies 21a 20a 7 
Total Investment ( 


Source: Canadian Imperial Bank of Commerce. 


EXAMPLES OF JOB CREATION POTENTIAL IN 
SELECTED MAJOR ENERGY PROJECTS IN CANADA 


Totals Cost 

Construction (bid lions sof Job Creation 
Project Period current $) (man years) 
Foothills Pipeline O7 9-22 Brae 56,600 
Husky Oil Upgrading L979-o2 O74 OOO 
Imperial Oil (Cold Lake) Loo -35 3 to 4 40,000 to. 53,300 
Kitimat Oil Pipeline 1980-82 0.8 EOE Oo 
Lower Churchill a 1.4 187,700 
Onakawana oy 220 PAS IOS) 
Polar Gas a Sis UES S018) 
Snel, Ori (Or), Sands) TIeo0-65 3°to 4 AO OO0StO, 537; 500 
Syncrude Expansion cos 20 ASS 3S 1018) 
Ontario Hydro Program LOTS=3 i 8.6 EE5; 000 
Quebec Hydro Program Loe =sl 3.0 170,000 
B.€. Hydro Program Oy o=ou 37.6 48,000 
Bay of Fundy Tidal Power Sy 2eCOud 26,000 EO 5s, 000 
TOTAL 51.4 to 54.4 687,400 to 741,000 


Notes: Estimates include jobs created in construction, engineering, and 


supply industries. Multiplier effects are excluded. 
ot a EN aaa SPR ae aN Se a Ce 
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JOB POTENTIAL, IN’ THEVAUTOMOTIVE INDUS TERY 


Proposal 


There are four problems which have to be resolved 


in order for Ontario to have a viable automotive industry 
an ethe- 1960s 


Benefits 


the auto industry is currently faced with a 
$l billion deficit which should be eliminated; 


the North American auto industry has scheduled 
more than $50 billion in new investment through 
to the mid-1980's, and Canada should receive 
its fair share of these expenditures; 


the skill composition of Canadian auto industry 
jobs should be improved; and 


the Canadian auto industry should receive a fair 
Share of the research and development being under- 
taken by the auto companies. 


Immediate employment gains of 15-20,000 jobs 
could be realized by the Canadian industry if 
the deficit could be brought into balance. 


Also, with a fair share for Canada of the auto 
investment program, up to 10,000 additionaL 
jobs would be available by the early 1980's. 


The competitiveness of the industry in terms of 
both higher productivity and lower costs would 
be enhanced. 


There is also a potential of 2,500 jobs in the 
research and development area. 


IMPROVED RAIL FACILITIES 


Proposal 


The current program to modernize Canada's rail 
facilities should be accelerated to improve the productivity 
and efficiency of the total system for passenger and freight. 
This would include setting as a major objective a high-speed 
(125 m.p.h.) passenger service on an exclusive track basis 
in the Quebec-Windsor Corridor. 


Benefits 


. improvement of facilities across the country 
would result in the immediate creation of 
thousands of jobs and large new industrial 
orders in the steel rail, and signal equipment 
industries. 


- The Quebec-Windsor Corridor improvements would 
Costie-250 mia tion; creatingel,200 jobs for five 
years. 


. System efficiency would be improved and oppor- 
tunities would be opened up for investment in 
better rolling stock and for economically 
sound use of newer stock. 


Means 


The federal government could open up a line of credit 
to CN/CP to permit an expansion of the present investment 
program. 


The Ontario Government would be willing to explore a 
shift in some of its expenditure priorities over the next 
two years to join in a shift, of federal government 
expenditure priorities into grade crossings and grade 
separations to complement the investment in new track. 


The federal government should give serious consideration 


to other opportunities for CN/CP investment in new track and 
equipment across Canada as indicated, for example, in the 
Hall Report. 


af 
INVESTMENT. IN: THE FISHING: ENDUSTRY 


Proposal 


Private sector investment should be encouraged to 
modernize and expand Canada's fishing fleets so that they 
can compete more effectively with foreign trawlers and take 
full advantage of the economic opportunities provided by the 
new 200 mile limit. The new limit will also, in time, open 
up new opportunities in seabed exploration and mining, for 
which modernized shipbuilding, repair and shore facilities 
will be required. 


Benefits 


. Large increases in fish catch, better use of 
existing fish processing facilities and new 
investments. 


- The new fishing zone is estimated to open up 
potential orders for 20 or more trawlers annually 
from operations on the east coast and another 5-7 
annually from the-west coast. About 157000 
shipyard employees in Canada face enormous 
uncertainties about the industry's future. 
Ontario's shipyards need new construction 
orders, as do the yards in several other 
provinces. 


Broad economic benefits would accrue from 
additional purchases of trawlers, and orders 
by shipyards of industrial goods and materials 
from all perts of Canada. 


Means 


The upper limit on loan guarantees which is now 
$50,000 Should be increased dramatically to allow Canadian 
industry to move into modern sized ships. Aggressive 
international marketing and promotion, and concessions 
at the Geneva trade talks, would assist in creating the 
maximum number of jobs from sales of fish and fish 
products. 


EXPANDED SHIPBUILDING FACILITIES 
Proposal 


For domestic shipyards to take advantage of the 
growing Canadian demand for large freighters requires 
the expansion of Canada's freshwater shipbuilding and 
ship=repair facilities. in particular, ‘this requires 
the provision of large-scale dry dock facilities on the 
Upper Great Lakes. 


Benefits 


. Improved facilities would ensure Canada's 
participation in the shipbuilding and ship- 
repair growth potential associated with 
1,000 foot vessels in the Upper Great Lakes. 


The creation of long term jobs and the en- 
couragement of private sector investment in 
the industry. 
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REDUCING RED TAPE FOR BUSINESS 


Proposal, 


All governments should take steps to reduce red 
tape and simplify regulations which inhibit business 


activity. 


Benefits 


ineadaretcGlar : 


the implementation of Phase Il of +the-Compecierer 
Act should be delayed for at least five years; 


there should be no major changes at this time 

in legislation, such as those am the proposed 
Bank Act and Borrowers and Depositors Protection 
Act, both of which affect the stability of 
Canada’s financial Institucitons:, 


governments should consider submitting all major 
new legislative and program proposals to an 
economic impact test of the kind recently 
implemented by Ontario, so that adverse employ- 
ment and economic growth consequences are fully 
understood. 


Would avoid the uncertainty associated with the > 
bureaucratic regulation of new areas of 
industrial act#vity. 


Would get government out of the affairs of 
business and improve general business confidence 
in the role of government in the economy. 


Would avoid the counter-productive interference 
with the process of industrial rationalization 
that would result from the highly discretionary 
bureaucratic procedure to investigate dominant 
firms, mergers and agreements to specialize 
production. 


Would avoid duplication of regulatory activity 
where self-regulation, with agricultural 
marketing boards, for example, has demonstrated 
its effectiveness. 


oy 


MORE EFFECTIVE MANPOWER SERVICES 


Proposal 


The Ontario Government recognizes the value of 
steps taken to date to improve and consolidate federal 


manpower services. Top priority should now be given to 
improving the effectiveness and efficiency of those 
services. These efforts should include measures to 


integrate provincial job creation initiatives under one 
TOOL . 


Benefits 


Although it can be said that the combination of 
manpower, job creation and related programs now provide 
more comprehensive support of the unemployed than at any 
time in the past, the machinery in place could be made 
yet more effective and client responsive. Accordingly, the 
benefits of the proposal would be reflected in satisfying 
the following needs: 


wy tommeaciliatate labour force entry for, young 
people; 


- to address the more pronounced employment needs 
of special groups; 


- to move labour more quickly from surplus to 
shortage regions within and between provinces; 


Voluntary Tegi stration Of More pravate sector 
ODS 


pee tO prepare tor inevitable and necessary 
structural adjustments in the economy (GATT, 
industrial strategy) ; 


. to provide more precise intelligence on economic 
conditions and employment prospects (e.g., by 
Sccupation, industry, region). 


Pi ; : ‘ =o in «Fy 
“e3 ’ bd] a —- i 
: ’ * aan j 
ae 
a, 4 ieee 
+ j Sie ai 
7 ; on 
i 4 
é ose 
& . y : 
i) P=eeinina ir ae 
a [Sa - ; (> 2? | be “sb @ 7 oy 
: hs a a = ne a te + ome Le 
“ 
{ 7 
‘ 
i r aA 
: ‘ fla” - ; or4 by! { 
ti - jb “, + a — 1) : ee ' DD 
7 4 re . . i} - ia 
a Ns ey’ 24 @3 eb ty, ieiws 
: : ve bee ee ; ® 4¥iy 
{ ) 
7 
ie | “s 
3 ¥ 
a 
a i 
5 r > G 
4 r 
: 7 bt 
rig 
rs 
= , 4 4 
‘i : ; A 
« ° rs 
s% ai é 
i ¢ 
- a ‘ 
‘ 4 
+ i : i 
=f es. 
oO: F 7 = 
‘ 
2) y 
<4 
if ? p>, 
1 sis 
” ' 
’ te 
e 
—\ 4 «ff : x 
g £4 7 & ) : 
7 ‘ s ie 
. b 
or ray 
‘ , a 
ts 
+ ¢ > a.“ 
' J 
vt zr = 
v ; Pri S 
7 ' ; : ¢ s 
vic 
af of b 7 
1 : o oar | y é Ps “= 
e/ } an 
7 ; >| ‘ pt . e 7 >* ; 
i ’ a bn 
iy 8 : 3 Ist 
Z 4 F = 
ci«< Ss i 1% 
i Finny : os mal 
as 1 oe ve : 
r 4 
ev a ' oy i p 
ve - 
wi . ~ ii 
‘ © 1 ’ 
+ é 4" 
4 : on ve 
i 'F 
7 ¥ 
> _ e¢ 7%, a 
' x ial - 
a ‘ : a 7 > 
; Pr a : ° in = y : 2 . 
7s , f Oo” 8 oe i Yj 
. ss es *' 7 
— - 
' . f 
; - 3 ‘ih pet 7h. 
Fi : Mis: 
. Pe) es |. ro Pajiety ts 
8 i a i 
iy a 7 - - : 
r : ; ; a : 


NOTES 


tol 


re 


a) 
=} 
; 
2 
oi 
Jt 
‘ 
’ 


3¢@ 


a 


“yh } i 1 


Mi, ey Sa 
Dens il 
ia el Rew hy 


‘Thy eS I eT 


a, Gh alh il ence 


b 
DAs 
Lan 


ae Sc 


oa 


HIGHLIGHTS OF ONTARIO'S PAPER 


1978 
"AN ECONOMIC DEVELOPMENT POLICY FOR CANADA" 
Faculty of Management Studies 
University of Toronto 


The document contains forty policy recommendations 
directed towards restructuring the economy in order to meet 


the targets for growth proposed by the federal government. 


Foreword by Premier Davis 


"The Government of Ontario believes that, with this 
Conference of First Ministers, there is an opportunity to 
begin mapping a strategy for the future growth, expansion and 
enrichment of our economic and social progress." 


The Problem 


Canada has entered a tough new competitive environment 
in which it cannot be assumed that the economy will be as 
responsive to world economic recovery as in the past. Major 
structural policy initiatives are required to restore competiti- 
veness and redirect the focus of economic growth. 


Medium Term Targets 


The federal government's document "Medium Term 
Projections and Targets": 


- describes a very different path from the one 
the economy has been following over the past 
five years; 


- provides the targets, but not the policies, required 
to achieve the recovery path; 


- implies a new focus on policies to promote the creation 
of more jobs in manufacturing; growth in manufacturing 
jobs is targeted to grow five times as fast as in the 
past five years; . 


- suggestSemployment growth in the service sector, 
especially public administration, will have to slow 
down; 


- calls for stepped-up private sector investment up to 
7.3% annually in real terms compared to only 5.7% growth 
On average in recent years; 


- targets a pronounced shift towards energy, manufacturing 
and transportation investment as a critical component. 
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- projects significantly more rapid export expansion an 


slower import growth. . 


Recognizing the need for major changes in economic policy 


urges a new focus on policies to: 


ensure longer term price stability; 

encourage investment and improve the business climate; 
promote improved competitiveness at home and abroad; and 
deliver growth to all regions of Canada. 


Moreover, it makes specific proposals on how to improve 


intergovernmental cooperation and develop a meaningful consult- 
ative process so that targets may be reached. 


Price, Stability 


The Ontario policy document makes eight recommendations 


designed to promote price stability when the Anti-Inflation 
Program ends: 


a commitment from all governments to restrain public 
spending; 


hold the line on civil service growth in Canada; 


the establishment of voluntary "guide-rules" for 
wages and prices; 


a national development strategy aimed at improving 
productivity 


a regular review of the national targets by First 
Ministers, assisted by Finance Ministers; and 


monetary growth consistent with the economic targets. 


Improving the Business Climate and Increasing Investment 


Ontario makes eleven recommendations designed to 


accelerate capital investment in Canada: 


priority to growth in manufacturing; 


commitments to keep the corporate tax structure inter- 
nationally competitive; 


curb the expansion of government regulatory activities; 


the: revisions tovthe Competition’ Act should be shelved 
for at least five years; 


governments must undertake a commitment to a continuing 
policy of fiscal restraints; 


existing government research and development programs 
should be replaced with a tax credit program; 


the proportion of government R & D conducted by the 
private sector should be increased; 


industry committees should be given the job of identi- 
fying RD & D opportunities and priorities; 


federal Enterprise Development Program (EDP) should 
give priority to international marketing; 


EDP should help business cut through red tape abroad 
and at home. 


Improving Competitiveness at Home and Abroad 


designed 


The Ontario paper makes fourteen recommendations 
to restore Canada's trade balance: 


GATT talks in Geneva must get reciprocity for all 
regions of Canada; 


there must be meaningful reductions in foreign 
non-tariff barriers which discriminate against 
Canadian exporters; 


Ottawa should step up its monitoring of dumping, and 
be prepared to act more speedily to counteract it; 


a program to reduce the $1 billion deficit in auto 
trade should be a priority; 


the agricultural’ séctor needs-better access-to United 
States markets if it is to restructure efficiently; 


the future of Canadian petrochemicals depends heavily 
on improved access to United States markets; 


Canada needs to explore continental integration of 
key, large industries where benefit can accrue to both 
countries; 


government coordination in purchasing policies needed 
where the public sector has a major impact on key 
Canadian industries, such as heavy eletrical goods, 
railroad rolling stock, urban transit, pharmaceuticals; 
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- a "Make a Job - Buy Canadian" campaign to support 
domestic industry and employment more effectively; 


- improved competition through deregulation, in the 
transportation industry to encourage the domestic 
tourism industry; 


- special packages to smooth seasonal demand in tourism; 


- redirection of government and private sector tourist 
promotion to markets abroad where Canadian costs are 
increasingly competitive; 


- a competitive cost structure in the tourist industry; 


- a major effort to attract more US auto travellers. 


Improved Regional Development 


The Ontario policy proposals contain five recommenda- 
tions designed to ensure that all regions share in national 
growth: 


- federal government should adopt a corporate tax rate 
structure that varies by region so as to provide 
positive incentives to the private sector in areas 
of low growth and high unemployment; 


- government programs should focus on existing regional 
resources and self-sustaining regional industrial 
advantages; 


- federal government should adopt a policy of regional 
flexibility in the application of environmental 
standards; 


- DREE funding should be converted to a block funding 
basis; and 


- DREE should put more emphasis on identifying local 
marketing and production opportunities. 


A Genuine Consultative Process 


Ontario also advances the position that consultation 
processes must be vastly improved and makes two recommendations: 


- The Conference of First Ministers should serve as the 
focus for more sustained and regular discussions on 
national economic objectives and policies; and 


- A National Council on the Economy consisting of the 
federal and provincial Ministers of Finance and 
representatives of business, labour and other private 
sector groups, should be established to advise the 


First Ministers on national goals and policies. 
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- Welcome this opportunity to lead off discussion on 
commercial policy. Conventionally that covers 
foreign trade and government policies towards it. 
Since the early days of Confederation, Canada has 
used commercial policy as a development tool, 
through the encouragement of exports of all kinds, 
and the restriction, to some degree, of imports. 


Affects all parts of the country. 


~- Also affects all parts of our economy which are 
exposed to international competition and relies 


heavily on commerce with other nations. 


- Therefore, essential to understand that our 


economy is part of the world economy, not an island. 


MAKING THE ECONOMY COMPETITIVE 


- Our economy must be internationally competitive. 
This calls for domestic policies which put that 
objective as-a Lirst priority. ~It limits what 
we can do in public spending, income redistribution 
and social programs. The more efficient our 
industries are, and the more we sell abroad, the 
more we can afford for social and cultural 


development as a nation. 


- A critical aspect of this problem is the climate 
that governments create for business. We need to 
clean up the regulatory and red-tape environment--— 
simplify the regulations, cut the red tape and 
eliminate duplication and overlap in the public 


sector. 


TARIFF TALKS AND ASSISTANCE TO INDUSTRY 


- Commercial policy and the Geneva trade and tariff 
negotiations are very important aspects of an 
economic development policy. It will be vital 
moreover, that Canada's negotiators achieve 
significant reductions in foreign non-tariff 
barriers which present unfair obstacles to the 


sale of our products in other countries. 


- We do not disagree with the Government of 
Alberta's objective of increasing its exports 
to the United States. We share the same ambition. 
What I would like to be assured of is the federal 
government's desire to negotiate a trade package 
including the United States, which obtains trade 


concessions for all regions of the country. 


- Our experience with the Auto Pact has taught us 
that there are definite economic advantages to 
improved north-south industrial integration, but 
that we have to bargain hard to maintain our 


fair share. 


. 
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Need to be cautious in adopting sharp changes 
in the tariff environment. Businessmen and 

employees do not set the foreign trade rules 
and they invest their money and direct their 


concerns with some measure of trust in governments. 


Governments, therefore, have an obligation to 
be fair and must be prepared to assist business 
and labour when they suffer injury as a result 


of changes in policy. 


The results of the Geneva trade negotiations 

will present new business opportunities for 

some and costs for others. Adjustment assistance 
policies should be laid out now which clearly 
show how the federal government intends to deal 


with both these aspects. 


The climate for investment and labour relations 
requires such policies as a reaffirmation of 
the government's good faith during a period of 


economic uncertainty. 


Those adjustment policies should cover at least 


the following elements: 


- assistance in modernizing plant and equipment; 


- assistance in restructuring industries 
through mergers, company reorganizations, 
production sharing arrangements, and joint 
marketing of products; 


- assistance in expanding marketing 
operations, especially overseas; 


- assistance in retraining employees 


and expanding the skill base of our 
industries. 


- Adjustment policies to cope with the impending 
tariff changes are an elementary requirement, 
and policies to modernize our industrial structure 


go along with that. 


- Therefore, before Canada moves much further into 
the trade negotiations, we have to put in place 
a complete program to ensure that our industries 
are up to world standards. Many are too small, 
too fragmented and too high cost to survive 


without protection. 


- Without a policy with precise objectives, this 
becomes a question of balancing interests: jobs 


versus lower consumer prices and import costs. 


- However, with the proper policies, I think we 
can have both. But, it can only be done if we 


move now, with a sense of urgency. 


MODERNIZING OUR INDUSTRIES 


- Consultation with industry and labour through 


a structure of industrial committees will be an 


important part of this process, but we should 


set those committees tight deadlines. 


We should also provide them with some notion 
of the direction we want them to take, and 
an indication of the supportive actions 
government will launch to restructure and 


modernize our industries. 


In some industries, such as automobiles, we have 
already undertaken massive studies. The need 


now is for an action program, not more studies. 


In forest products, there are special problems 
of effective resource management, pollution 
control and productivity improvement which would, 
if solved, create new jobs. We see this as a 

$2 billion potential investment program in our 
province, and, no doubt, similar opportunities 
exist elsewhere across Canada. I think the 
federal government should recognize this as a 
good opportunity with the right incentives, to 
create new private sector jobs and incomes. 

We should recognize that, despite the many 
‘economic advantages of large scale, many small 
businesses are eG ee efficient. I want to 
see us adopt policies which preserve and expand 
the pool of commercial and technical talent that 


flourishes in our small business community. 


- Restructuring of the economy will be a difficult 
period of transition. A major program of 
industrial modernization will present large 
financing problems. I would not want governments 
to have to underwrite this extensive effort with 


direct financing programs. 


- What we need are incentives to mobilize a dramatic 
increase in the use of equity financing in Canada 
so that all Canadians may share in this program. 
The low level of equity growth has been for too 
long a roadblock to growth, particularly for 


small and medium sized firms. 


INHIBITIONS AND OPPORTUNITIES 
IN INDUSTRIAL PROGRESS 


- The proposed changes to the Competition Act 
would inhibit necessary industrial reorganization 
and should be shelved so as to improve the 


consultative climate within industry. 


- We should be encouraging mergers and production 


sharing arrangements, where necessary, to raise 


Canadian industrial efficiency to world levels. 


- If economic policies are set to aim at the 


right opportunities, the job potential is enormous. 


The eleven billion dollar deficit on manufactureg 
goods alone represents tens of thousands of new 
jobs--if we can build the industrial base to 
capture those domestic markets from foreign 


suppliers. 


There is no doubt that one of the healthiest 
economic routes to more jobs and higher incomes 
Ae through increased exports of manufactured 
and processed goods--that Pan only come about 


if we;make it a policy priority. 


TOURISM 


Special measures are long overdue on the tourist 
side. Our estimates show this to be a very 
large potential job generator across Canada. 

The devaluation of the Canadian dollar has seen 
the cost of a European vacation climb fifty 

per cent in five years, and yet Canada still 
runs a large tourist deficit with the European 


Community. 


Something is wrong with our ability to take 
advantage of this dramatic shift in prices in 
our favour. te tourist trade with the United 
States is also in a large deficit position. 

We should be taking full advantage of the 


decline in the value of the Canadian dollar to 


attract more American and European tourists and encourage 


Canadians to vacation in Canada. 


- We would also like to see the federal government 


develop policies which encourage a much larger 


inflow of air charter business. This i1sswhere 


the big new tourist markets are, and, at the 


moment, the incentives seem to be favouring 


outward-bound traffic. 


LARGE AREAS OF POTENTIAL JOB OPPORTUNITY 


- The potential for big job gains in a number of 


areas is significant: 


De 


The foreign trade deficit on manufactured 
products: “at ‘about $1) billion, cecers 

a potential for job creation of some 

7 OO OU. 


Included in this total must be many 
thousands of new jobs which could be 
created from upgrading of resource and 
agricultural products. 


Action to restore a balance in auto 
trade alone could produce up to 15-20,000 
new jobs in the near term; a further 
10,000 jobs could emerge from a fair 
share of this industry's anticipated 
investment program. 


The foreign trade deficit on tourism 
amounts: to $1;7 billion, andas-a_ labour 
intensive industry, contains the potential 
for 100,000 additional jobs if our tourism 
trade could be brought to balance. 


3. Investment in private sector industrial 
research, design and development is 
below world competitive levels; 

590,000 new jobs in this area would bring 
Canada up to United States standards. 


4, The ALCAN pipeline is a one-time 
investment, but the job estimates show 
direct new employment of some 14,000 
jobs annually when fully underway. 


While this is not an exhaustive list, the direct 


employment creation potential in these sectors 
alone could be in the region of 300,000 new private 
sector jobs. Depending upon the economic climate, 
these could create up to 300,000 other jobs from 
the indirect effects. There is a potential for 


600,000 new jobs. 


I do not think we are likely to get all of these, 
but we should be trying to focus our policies 
on the areas where we are most likely to get 


the best results. 


ENERGY AND THE ECONOMY 


The federal government's energy pricing policies 
have involved economic costs for the country: 
higher rates of inflation, a lower rate of job 
creation, and enormous shifts in the flow of 
public and private sector revenues from energy 


sources. 
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- These revenue shifts from energy consumers 
to governments and private producers take time 
to re-route into productive investments and 
purchases, and the economy is still adjusting 
to that process. As First Ministers, I think 
we have a responsibility to monitor and manage 
the economic consequences of these powerful 


changes in the economy. 


- WNonetheless, despite these economic setbacks, 
I think we have to take a positive view and 
get on with major energy investment projects, 
particularly those in the private sector. 

We should be making full use in the increased 


flow of savings in our economy. 


WHAT MUST BE DONE 


- In summary, commercial policy cannot proceed 
in a vacuum. Must give equal weight to all those 
aspects of economic policy which create incomes, 


jobs, prosperity and national economic cohesion. 


- Start with the business climate: 


- shelve the Competition Act amendments; 


- maintain an internationally competitive 
tax structure; 


> > 
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- lay out an adjustment assistance program 
to cope with the aftermath of the Geneva 
trade negotiations; 


- stabilize the price environment by 
restraining public sector growth and 
freeing up resources for private sector 
expansion; and 


- improve the consultative processes 
among government, business and labour. 


- Move on to take specific actions to improve 


the competitive position and structure of our 


industries: 
- rationalization and modernization measures; 


- assistance to penetrate foreign markets 
and programs to displace imports; and 


- a "Make-a-Job: Buy Canadian" program; 
- Finally, there is a need to restore confidence 


in the ability of the national economy to deliver 


prosperity to all regions of Canada. 


RRs gm aR aRRR Sahin Pai e) costes bteeok Met “ 


ion vs ie ian is 


i ma mie ca | sii 79d 


a Ana ne ‘ a 


Ces, MM 


we ; on 4 ,; j i ria! 
oe - iat, PAL —_ ‘. Se N Bea ei yh 


| eens mS ess oo sia 
“ith Sa ape e ecg cont gedh Ge aie soe 


1) ST ee 


UST OTR "6G.S Gate: HS LT alee mate ge, orl 
Pies, Aiacemnline. iy ails Oras tee a 


a 


eee ee itents” 
(WE Lat od RRB is ome Ste aaa oat ae 
jae ae oto te aeeiies OES we esac 


é 


wt) pt Oey, 2 1. Ihe eee. eo we 


ee ee ee ka eee 


9 a 
la 


thie ip baat, thre: on Foretre A! 


, ty wg we 7 xa 
‘ak Sire Loar ins 5 


: : 


Fs] 


BOSS oh 


C4NWADA — FEDERAL ~- FROVINCG/PL KCL IFT (ONS 


DOCUMENT: 800-7/ 036 


FEDERAL-PROVINCIAL CONFERENCE. 
OF 
FIRST MINISTERS 


THE LIBRARY 


Faculty of Manazement Studieg 


University of Toromite 
Government Regulations 
Position Paper 
NOVA SCOTIA 
Ottawa 


February 13-15, 1978 


A yt ’ vos , on eee ee 
¥a et o ee alas 
s 4 | rs ae f . Th, a ee oo aw) ry 
= Sa. 2 2a Le ees © ; P A ra 


Oc ela aa 


a : +k ‘ : 7 ‘ i ith Say Sree naar 


were. oa a he ' aa 
ee ha 


4 
t 


5 
t 
ri 
oe 
. ah 
ie ' " 
Lal , 
‘ 
: _ n ’ 
4 5 4 
9 ‘ 
- 
‘ oo? 
: ; ‘ 
ee 
¥ vf 
4 ; 
3 
= e ‘ 

sae 

AT a 

¢ 
! or 


owes 20 : : : ae Mit ie 4 ‘a 
Sei @2I~OF Yepurash « 


NOVA SCOTIA POSITION PAPER 


GOVERNMENT REGULATIONS 


Those who talk about invigorating the economy often 
start from ae view that the main need is for government to get 
out of the way. One can understand the frustrations and the 
feelings which lead ae that opinion.» Yet the obvious’ fact is 
that there is not going to be any great contraction of the role 
of ec emanen ty Clearly, big government is the consequence of 
economic growth. It is technology that has made our society so 
much more complex and all our coe so interdependent, with the 
result that we can avoid making life intolerable for each other 
Only it ee more of what we do is regulated. In other words, 
the restraints that irritate ne all at times are largely the 
unavoidable price of complexity and congestion; if we didn't 
have government to curse, we would have reason to curse our 


neighbours and our competitors much more. 


However, having made that simplistic but fundamental 
perense of the Wwnereasing Trolevor government, it must be said 
that governments have behaved badly. ‘Unfortunately, goverments 
in Canada have ees thangs. Lor business more difficult than they 


need be. 


While the increased role of government is necessary, 
governments generally have proved themselves extremely dae spares 
to the degree of uncertainty that is created for business by delay 
and indecision and by changes in regulations, taxes, etc. The 
problem of government for the businessman is that he often has 
difficulty in determining what the rules of the game currently 
are and he rarely knows whether the rules this year will hold 


next year. This is particularly hard on the small businessman. * 


Mitems san Uncertainwworldwanyway. The’ fault of govern; 
ment is to add, in some cases enormously, to the uncertainty. 


It seems that the accumulation of this experience has been a 


Do) 


nt ate 


significant cause of the slowing of business investment decisions 
that we have experienced in recent years. Decision-makers have 
had their fingers burned often enough, by government as they 

see it, to have become considerably more inclined to keep their 


hands in their pockets. 


Lt Btn a long time since the legal tnaenneee by 
which government affected business were mostly statues, passed 
after lengthy parliamentary debate. Increasing complexity and 
congestion made it necessary that many kinds of statutes are now <= 
little more than legal frameworks for making regulations, by 
Order-in-Council. Not too long ago people were worried about 
the erosion of liberty and representative government through 
such delegated legislation. Now is has Ben aes further. 
Many regulations in turn have become little more than legal 
frameworks on to which officials hang administrative rulings, 
which do not require even the degree of formality and representa- 
tional involvement of an Order-in-Council. © hic aoe more, it is 
a purely bureaucratic ruling, easily changed, that determines 


the impact of government on many business matters. 


Legislation, in Parliament and also in the Legislatures, _ 
should have regulations spelled out in detail as much as ey, a 
in effect, administrative rulings would have to be formalized 
by Order-in-Councily Secondly ,2t)1s5 Samael that alt 
regulations and amendments must be published wherever possible 


for a period such as twenty working days, before they have legal 


effect. 


This is not, of course, a detailed proposal. Its aut eee 
is simply to go into enough detail to show that the governments 
of Canada have made it too easy to change the rules affecting 
business; that other decision-makers, private and public, are 
entitled to more consideration; and that it would be possible to 
construct a legal framework within which changing the rules 
became a more solemn and challengeable process, without BEE I ie ( 


SS", 


detracting from the basic principle of sovereignty. ” 
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PART ONE: 
INTRODUCTION AND PROPOSALS 


I. INTRODUCTION 


A. The Problem 


Canada’s economy is in serious trouble. The symptoms are there for all to see: 
High unemployment. 
High levels of inflation. 
Poor domestic investment performance. 
Movement abroad of Canadian investment. 
Stagnant consumer spending. 
Declining competitiveness in international markets. 
Poor labour/management relations. 


While the symptoms appear in sharp profile today, it would be a mistake to 
assume that the causes are either simple or recent. It would be equally wrong to 
assume that solutions will be quick or easy. The fact is that Canada’s poor 
economic performance today is in large measure the result of many years of ad hoc 
policy building that has led to serious and deep-rooted structural weaknesses. 
Such fundamental weaknesses cannot be corrected by band-aid treatment—they 
require major surgery. 


B. The Causes 


Canada is a relatively sparsely populated, sprawling country comprised of 
regions displaying different kinds and levels of economic opportunity. The domestic 
market is too small and widely scattered to enable many of the industries serving it 
to operate at efficient levels and to grow at satisfactory rates as technology advances. 
Yet the matrix of Canada’s economic policies has made Canada non-competitive in 
world markets and has substantially raised the costs borne by Canadian consumers 
and taxpayers. Some of these policies are enumerated below. 


1. Government Spending 


Over the past few years governments have substantially increased the share 
they have taken of income generated in Canada. Much of this income has been 
redistributed in the form of cash transfers: to individuals (welfare, family allow- 
ances, C.P.P., unemployment insurance); to individuals in the form of services 
(health care, education); to other governments; and to business (subsidies and 
capital assistance). Because many people perceive government services to be 
essentially “free”, and because many mechanisms for transferring income effectively 
hide what is taking place, governments have not been held sufficiently accountable 
for their actions. Substantial direct transfers to private business (one of the fastest 
growing areas of government spending) have gone to industries that are inefficient 
or poorly located, resulting in a serious short-fall in Canada’s potential industrial 
performance. 


A second major concern is the cost of operating the government bureaucracy 
itself. In some cases the pay of public employees, instead of lagging behind or 
keeping pace with pay in the private sector, has in recent years grown faster. This 
may well have had an upward pull on compensation in the rest of the economy. 
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The excesses of governments—the rapid growth of transfers and other spending, 
escalation of public sector compensation, misallocation of wealth and of economic 
resources—have had a number of adverse effects. The most serious has been the 
fueling of inflation and the dampening of investment initiatives in the private sector. 


2. Economic Stabilization 


Central governments have for years attempted to dampen economic fluctuations 


by means of fiscal and monetary policy. Sound stabilization policies in Canada are 
particularly important because of the relatively severe economic cycles experienced 
in this country. 

Examination of the application of stabilization policies in Canada suggests, 
however, that those applied in recent years have not always been sufficiently well- 
timed or well conceived. Further examination also suggests that the provinces, 
because they now control an increased proportion of government expenditures and 
because of the inherent regional nature of the Canadian economy, must be directly 
involved in the stabilization process. 


3. Industrial Policies | 


Industrial policy in Canada has concentrated on narrow and short-term mea- 
sures for individual sectors without the guidance of an overriding set of national 
economic objectives. The result has been a series of attempts to find means (often 
financial support or tariff protection) to keep every industry alive, regardless of the 
cost. There has been no attempt to apply the test of economic efficiency and inter- 
national competitiveness to rationalize Canada’s industrial base toward what we can 
do best. Industrial policy, as it has evolved in this ad hoc sectoral approach, has 
seen governments become ever more involved in attempting to alter natural market 
forces by means of grants and various other incentives. 


The results have been widely recognized: a weak and vulnerable andéisntdl 
structure, often characterized by high costs and frequent cross-subsidization of the 


less efficient by the more efficient industries, and a general decline in international | 


competitiveness in all sectors. Industrial policies have created at least as many 
problems as solutions, and all Canadians have paid heavily for them. 


4. Economic Climate 


As Canada has gone from boom to bust in seemingly inevitable Ne ie oe , 
and as policy after policy has emerged, unrelated to each other and often counter- 


acting earlier policies, business, labour, and the people of Canada generally have lost © 
confidence in government’s ability to manage the economy. The result has been for — 
each group to look after itself—for labour to seek the maximum wage package and 
for business to maximize short term profits and retard investment. These parallel — 


actions have contributed significantly to the present high inflation, ea unemploy- 


ment dilemma Canada faces. 


C. The slab a 
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the danger of simply adding to Canada’s fundamental economic problems rather 
than providing a real cure. 


The solution must come from a well-thought out economic strategy that deals 
with the fundamentals of structural change. It must be implemented over the mid to 
long term so as not to create excessive dislocations in a currently troubled economy. 
It should have as its objective a lasting reduction in unemployment, the opportunity 
for sustained growth in real per capita income for all Canadians, and the rational- 
ization of Canada’s economic base to ensure achievement of regional potential. 
Efficient and economically viable industry must be encouraged while those industries 
which are inefficient and cannot exist without continued support or protection 
should be phased out. 


D. The Results 


A serious commitment by all governments to a mid to long term national 
economic strategy would have a number of positive and beneficial results. Specifi- 
cally, the application of a co-ordinated and sustained strategy would: 


Lead to a gradual lessening of inflation. 

Provide a higher rate of stable, long term job creation. 
Reduce unemployment. 

Sustain continued improvement in real per capita income. 
Stimulate investor confidence. 

Restore consumer confidence. 

Improve Canada’s competitive position in export markets. 


A set of policies to achieve these ends are capsulized in the following section. 


Il. SUMMARY OF POLICY PROPOSALS 


This section provides a summary of British Columbia’s proposals for economic 
policy reform in Canada. The proposals are designed to provide a guiding frame- 
work against which specific policies can be developed and refined through a period 
of consultation and implementation among governments. Each policy proposal 
is elaborated further in the relevant section of Part II: Developing a Strategy. 


A. Government Spending Practices 
Expenditure Growth 


Growth of government has occurred too quickly and without adequate appre- 
ciation of its implications. Neither Canadian taxpayers, nor the economy itself, 
can continue to support the rapid growth of the public sector or the continuation 
of unnecessary or inefficient programs. 


® For a period of three years all governments should restrain spending growth 
to a rate at least 1 percentage point below the growth rate in the economy 
(rate of growth of gross domestic product for the federal government, and 
rate of growth of gross provincial domestic product for each province). 

By way of example, if provincial economic growth ran at 10 per cent 
unadjusted for inflation then government spending would grow at not more 
than 9 per cent unadjusted for inflation. 

© Because of the severe adjustment problems that might be encountered in a 
slow-growth region, no provincial government would be required to reduce 
the rate of spending growth below two per cent plus the Canadian rate of 
inflation. 


It is expected that application of such restraint would not only halt the 
growth of government’s share in the economy but would represent a significant 
reversal of the historical trend. For example, application of the guideline should 
bring government spending down to the equivalent of about 40 per cent of GNP 
by the end of 1980. If government spending growth were to continue at rates 
similar to the past 10 years, however, government spending could exceed 45 per 
cent of GNP by 1980. 


® During the three years of restraint, governments should adopt a number of 
procedures to increase expenditure efficiency and improve the lines of 
accountability they face when seeking to increase or maintain spending levels. 
Unnecessary and inefficiently provided services would then be withdrawn. 
Examples of methods to increase expenditure efficiency might include: 


— Increased use of budgeting practices such as zero-based budgeting; 


— Use of “sunset clauses” in legislation dealing with spending programs; 
this would force periodic review of such programs as well as a demon- 
stration of their worth as a condition for continuation beyond a 
specified time period. 


Once government expenditure efficiency has been improved and adequate 
lines of fiscal accountability are established there may be no further need for formal 
expenditure restraints. The public will then be in a better position to balance their 
demands for government services against the full costs of provision. 
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Growth of Government Revenues \ 


Governments frequently employ methods of taxation which generate revenue 
growth faster than the rate of growth in the economy. This hidden form of tax 
increase allows public sector spending to increase more rapidly than the rate of 
growth in the economy, eliminating the necessity of a formal tax rate increase which 
the public might not welcome. 


© Tax systems which yield a trend of revenue growth in excess of the rate of 
economic growth should be amended to bring overall revenue growth into 
line with the trend rate of growth in the economy. In particular: 


— Full indexing of personal income taxes should be retained; 
— Permanent changes should be implemented to ensure that corporate 


income is assessed on the basis of profits adjusted to allow for 
inflation. 


Shared Cost Programs 


© The trend away from shared cost programs established by the recent changes 
in federal-provincial fiscal arrangements should be continued. Further return 
of tax room to the provinces should replace shared cost programs and, to the 
extent possible, there should be adherence to the principle that the govern- 
ment providing the service should collect the tax revenues required. 
Income Support Policies 
The present system of transfer payments, social security programs and subsi- 
dies for individuals should be streamlined and restructured to ensure that transfers 
are delivered to individuals most in need while maintaining a significant incentive for 
employable persons to seek and to hold work: 
® Federal/provincial income support programs for those unable to provide for 
themselves should be revised so as to: 
— Permit the beneficiaries to retain some income from employment, thereby 
maintaining a work incentive; 
— Eliminate overlap by consolidating programs, such as housing subsidies, 
into cash transfers to needy persons. 
® Universal programs should be more effectively targeted to ensure that benefits 
go to those persons most in need. 
© Unemployment insurance should be restructured to emphasize temporary 
income maintenance in the event of involuntary unemployment. The objective 
of this revision would be to reduce such problems as: 
— Payment of full benefits to workers who expect to be unemployed on a 
regular seasonal basis; 
— Payment to secondary wage earners in relatively high income families; 
— Disincentives to movement of labour out of areas of high unemployment. 
© Income supplementation for low income working people should be provided 
through an earned income tax credit designed to maintain work incentives. 
Savings from tightened U.I.C., more effective targeting of universal programs, 
and abolition of programs such as housing subsidies could be channelled into 
an earned income supplement delivered through the tax system. 
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Public Sector Compensation 


In the past, governments have tended to act as “model employers”, frequently 
taking the lead in establishing liberal compensation patterns for public sector 
employees. This practice has contributed to growth in Bove aS spending and 
has created problems in the private sector. 


® Compensation patterns for public servants should reflect patterns set in the 
private sector. Governments should not lead employee compensation by 
setting more generous compensation standards. 


Competition Among Governments 


Tax and expenditure measures used by governments to persuade industry to 
locate in one region or jurisdiction rather than another have contributed both to 
the poor overall performance of the economy and to the growth of government. 

® Governments should make a firm commitment to reduce this kind of competi- 
tion. 


B. Government Policies to Stabilize the Economy 


While governments can, and should, take some responsibility for insulating the 
economy from the ups and down of national and international business conditions, 
determination of when, how and how much to stimulate or retard the economy 
is often difficult. Stagflation (1.e., the existence of high inflation rates at the same 
time as high unemployment rates) has made the matter even more difficult and has 
underscored the limits to which governments can spend the economy back to 
recovery. 


Automatic Fiscal Stabilizers 


® In view of the difficulties with timing and implementing active tax/spending 
policies there should be increased reliance on automatic stabilizers to contain 
fluctuations in the economy. 

® Because automatic stabilizers include programs such as unemployment insur- 
ance, social assistance, and the progressive income tax, some of the recom- 
mendations made elsewhere in this document may alter the way in which 
automatic stabilizers work. 


Active Fiscal Stimulation 


In addition to problems of timing and implementation of stimulative fiscal 
measures, there has been a tendency for governments to fund new ongoing 
programs not appropriate for fiscal stimulation. Such programs have proven 
costly and are removed very slowly, if at all, after the economy picks up. | 

® Fiscal stimulation should be applied with caution in order to avoid overstimula- 
tion and the fueling of inflationary pressures as the economy moves into an 
upturn. ; 

® Methods of fiscal stimulation should be flexible, easy to implement, casily 
reversed or even self-liquidating, and have low administrative costs. Tax 
instruments best fit this description and should be the principal tool. Changes 
in general tax levels should be used in preference to altering the tax base. 
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© Where government expenditures are used for stimulation, emphasis should 
be placed on accelerating or decelerating planned capital expenditures rather 
than funding new programs. The provinces may have a more active role in 
fiscal policy in this regard. 


Deficits and Surpluses 


There has been much public discussion and concern with government deficits 
in Canada. Most of these concerns are dealt with by the recommendations on 
government spending and monetary policy. Even with a reformed, less ambitious 
fiscal policy, however, it will be necessary for governments to run deficits in slow- 
growth years—but these must be balanced by offsetting surpluses. Specifically: 


® Governments should, over a five-year period, plan to balance deficits incurred 
in some years against surpluses in other years. 


© Governments should develop and publish five-year budget plans indicating 
planned approaches to matching deficits and surpluses over that period. 


Monetary Policy 


Monetary policies (alterations in money supply and interest rates) have 
powerful but complex impacts on the economy. Because of the acute difficulties 
associated with using monetary policy as an instrument of short term economic 
management, the emphasis should be on longer term price stability. Specifically, 
the money supply, appropriately defined, should be allowed to grow at an annual 
rate that allows for the real growth of the economy but reduces the rate of inflation. 


® The Bank of Canada’s current monetary policy, which is largely in harmony 
with this view, should be supported. 


© The definition of the money supply, and the methods the Bank of Canada uses 
to control it, should be the subject of research and review. 


Exchange Rate Policy 
@ A policy of floating exchange rates should be continued. 


Government Finance Policy 


® The federal government should not disturb the mid to long term goal of price 
stability by forcing the Bank of Canada to underwrite a large net financing 
requirement. 


C. Government Policies for Industrial Development 


Trade Policy 


It has long been recognized that Canada’s commercial and trade policies have 
nurtured an inefficient and non-competitive industrial base, particularly in secondary 
manufacturing. 

© Canada’s trade policies should be reconstructed so as to provide a full and 
orderly integration of Canadian industries into the international market place. 

In particular: 
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— Exceptions to tariff cuts which may emerge from the GATT. negotiations 
should be kept to an absolute minimum; 


— Maximum removal of tariff and non-tariff barriers to Canadian firms 
selling in foreign markets should be forcefully negotiated in return 
for substantive cuts in Canadian trade barriers. Particular attention 
should be paid to gaining opportunities for further processing of 
resources where Canada could have strong natural advantages; « 

— Bilateral discussions with various countries should be undertaken to 
ensure that the modest pace of trade liberalization expected from 
the GATT discussions does not limit efforts to achieve freer trade. 
In agriculture and other resource-linked sectors, it should be possible 
to move further, and more quickly, to reduce trade barriers by 
negotiating on a bilateral basis. 


Regulatory Intervention 


Government regulation of industries in Canada is extensive and, in many 
cases, the costs to the economy of such regulation now exceed the benefits. 


© Existing regulatory agencies, such as the Canadian Transport Commission and 
the Anti-Dumping Tribunal, should be reviewed to determine whether they 
are needed and whether their current form enables effective achievement of 
desired broad policy objectives. : 


® The scope and role of quasi-judicial tribunals should be reviewed, and the 
amount of policy discretion reduced over time. 


@ All legislation creating new regulatory practices should contain a provision 

for automatic expiry within ten years unless, upon thorough review, it can be 

demonstrated to be worthwhile. y 
® Governments should review the full economic impact and cost of all existing 

and planned regulatory measures to ensure that objectives are being met at 

minimum cost to the economy. 


® Specific product lines or services in regulated industries should be deregulated 
where there is potential for effective competition from related industries. 


® Steps should be taken to stress economic efficiency in the operation of Crown 
corporations. Where such corporations are asked to deviate from efficiency 
norms to pursue social objectives it would be preferable for governments to 
provide open and direct subsidies to offset costs. 

® In all regulated industries cross subsidization (hidden subsidies to some con- 
sumers in the form of provision of uneconomic services) should be reduced. 


Taxation of Industries 


Corporate tax structures in Canada contain numerous twists and biases 
designed to stimulate specific industries. Such gimmicks represent a hidden means 
for indirectly subsidizing industries and should be avoided. | 
® Federal and provincial governments should revise their tax policies to ensure 
balanced treatment across industries. To the extent that favoured treatment 
for certain firms or sectors continues to be provided, an “expenditure equiva- 
lent” should be recorded in government accounts to improve accountability o 
and awareness of the nature of such transfers. 
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A major cause of taxation instability has been federal/provincial disputes over 
resource taxation. These disputes have involved questions of fairness or equity in the 
sharing of resource revenues among producing and consuming provinces. 


© Governments should commit themselves to maintaining increased stability in 
corporate taxation. In the case of resource taxation, long term stability may 
require a move to world market prices combined with amendment of the 
equalization formula to meet the goals of both levels of government. 


Regional Development Policies 


Regional development policies in Canada have represented a drag on the 
national economy and have not been effective in generating sustained development 
in depressed regions of the country. Policies specific to regions should emphasize 
help to individuals with severely limited employment and mobility alternatives. 
They should not emphasize injections of money into the general area in which such 
persons are concentrated: 


© Regional industrial incentives should be replaced by an incentive program 
specifically designed to encourage firms to employ such persons. Regional 
employment incentives to employers should be substituted for current regional 
development programs and should complement the earned income supple- 
ment proposed in the income support section. 


® Existing programs of the Department of Regional Economic Expansion should 
be allowed to expire, with joint federal/provincial programs administered by 
the provinces for the duration of their term. The Department of Regional 
Economic Expansion should be eliminated in favour of the proposed system 
of transfers to persons. 


Adjustment Assistance Policy 


Implementation of some or all of the policy proposals presented in this paper 
will require governments to deal with economic adjustments long delayed in 
Canada. To facilitate and encourage these changes a program of adjustment assis- 
tance should be established. This program should be carefully integrated with 
manpower policies, regional employment policies, and the income support system: 

© Workers who, due to age or other significant impediments to retraining and 
mobility, should be included in the target group for regional employment 
subsidies (see above). 

® Manpower and mobility programs should be stepped up to facilitate the 
movement of adaptable workers into more productive avenues of employment 
and into regions having greater economic potential. 

® As for firms, increased demands on capital markets can be anticipated during 
the “transitional phase”. Steps should be taken, possibly through the Bank 

Act revision, to encourage a higher degree of competition among Canada’s 

financial institutions. This will ensure that firms are able to obtain adequate 

financing for plant modernization and/or expansion as well as providing 
improved opportunities for Canadians to invest their savings in the economy. 
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D. Regional Accommodation 


Achievement of Canada's economic potential will require the formulation 
and implementation of policies that are sensitive to diverse regional economic 
conditions and policy needs. Barriers to effective accommodation of regional 
interests have been identified in the areas of economic research and information 
gathering, federal/provincial consultation and in federal decision-making bodies. 


Federal/ Provincial Consultative Forums 


Numerous forums now exist for federal/provincial consultation on economic 
policy matters of mutual concern. The effectiveness of these could be improved 
by ensuring that: 

® Provincial input is taken into account on matters of agenda, timing, appoint- 
ment of chairperson, and frequency of meetings. Where appropriate, clear 
links between the various committees should be established. 

® A clear and unequivocal commitment is made so that all matters where there is 

a possibility of overlap in constitutional jurisdiction would be the subject of 

early and meaningful federal/provincial consultation. 


Economic Research 


® In order that the Economic Council of Canada might be responsive to both 
levels of government, it should be restructured such that reports and recom- 
mendations are subject neither to a consensus requirement nor to a veto, and 
its members should include provincially appointed representatives. 


Federal Economic Policy Agencies 


® Federal regulatory agencies should be regularly reviewed by the federal /provin- 
cial meeting of ministers responsible for that issue. 

® Federal regulatory agencies may in some instances need new or amended 
mandates to ensure that diverse regional interests are represented (e.g., the 
Anti-Dumping Tribunal). 

® Federal regulatory agencies should facilitate provincial input at the technical 
level in the policy review process such as has been developed for FIRA. 
Other agencies may require official provincial representatives on their govern- 
ing bodies (e.g., the Export Development Corporation). 

® Some agencies might operate more effectively if their quasi-judicial status were 
removed and they were integrated into a federal department (e.g., the Tariff 
Board). 


E. Strategy Implementation 


In order to ensure effective and co-operative implementation of a national 
economic strategy the following proposals are put forward: 

® First Ministers sit semi-annually as a Council to discuss and deal with matters 
pertinent to implementation of reformed economic policies in Canada. 

® Federal/Provincial Ministerial conferences would be continued and would set 
up joint working groups as required, in order to develop Bee esahy policy 
proposals and/or other studies. 

® First Ministers should designate one senior official as the economic policy 
co-ordinator for their respective governments responsible for the scheduling. 
co-ordination and planning of work toward policy implementation. 
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PART TWO: 
DEVELOPING A STRATEGY 


I. THE CURRENT SITUATION: ITS ORIGINS 


A. Post-War Growth of Government 


Canada, like most other western industrial nations in the post-war period, is 
emerging from an era of rapid growth and high expectations. With this growth 
came increased public concern about such problems as the environment, the social 
ramifications of urbanization, and the size and growth of corporations .and other 
organizations. With the increased wealth, however, it became possible to tackle 
these problems and to pursue other social goals. Governments responded by estab- 
lishing a myriad of programs to protect the environment, to solve urban problems 
like transportation and housing, to control the power of large corporations, to 
redistribute wealth and opportunity to the less fortunate, and to provide the cultural 
and educational services held to be central to an improved quality of life. 

These initiatives led to an unprecedented growth in government spending. 
Concern has developed that the share of government spending in the economy has 
grown too large and is now contributing to inflation, unemployment, and a slowdown 
in investment. The mirror image of the concern with goverment spending has been 
the widely held sentiment that taxes—whether borne by firms, individuals, or both— 
are too high and may also be detrimental to the country’s economic performance. 

While determination of the appropriate level of government spending must 
ultimately reflect a balancing of the public’s demand for services with their willing- 
ness to pay, much of the recent growth of government has resulted from poor finan- 
cial management practices and a lack of accountability for spending. Programs 
have been implemented without adequate appreciation of their costs and their 
economic implications in the longer term. Many established government programs 
have outlived their usefulness or have been delivered inefficiently. Finally, there 
has been duplication in programs and in their administration both within and 
between governments. 

It is now clear that estimates of the cost of many programs were too low 
while expectations concerning the economy’s continuing capacity to absorb such 
costs have been too high. A complete reappraisal of the nature and level of services 
provided by governments, and the most effective methods of delivering them, is now 
essential. 


B. Intergovernmental Conflict 


Along with the growth of governments in Canada, there has also been a growth 
in -intergovernmental conflict. Demands for costly public services, coupled with the 
fact that revenue growth has occurred on an uneven basis, has prompted disputes 
over federal and provincial rights to certain forms of taxation. 

Conflicts over resource taxation are a case in point. Legislation and tax struc- 
tures have changed rapidly as governments challenged each other with moves and 
countermoves to obtain natural resource revenues. This has created a serious 
element of uncertainty in the minds of prospective investors. Investment has been 
affected and, as a result, so has the capacity of the Canadian economy to generate 
new jobs and a high rate of productivity growth. 
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C. Regional and Industrial Policies 


Government actions to influence the economy have traditionally extended well 
beyond the direct measures of spending and taxation levels. Active attempts have 
been made to influence levels of employment, production, and income in Canada’s 
industrial sectors for over 100 years. In fact, the basic approach to industrial 
policy in 1978 does not differ substantially from Sir John A. Macdonald’s “National 
Policy” in the nineteenth century—a combination of high tariffs and asymmetrical 
transport rates designed to protect Canada’s manufacturing sector, which was then. 
as it is now, situated largely in Quebec and Ontario. The current array of policies, 
while showing far more variety, is still founded on the same basic objective—to 
protect jobs by supporting noncompetitive industries and sectors. 


Virtually all government policies in support of specific industries entail a hidden 
economic cost ultimately borne by consumers and/or taxpayers. How many Cana- 
dians, for example, are aware of the hundreds (perhaps thousands) of dollars which 
they pay every year in the form of higher priced goods, ranging from cars to eggs. 
as a result of government policies? The fact that such costs are hidden does not 
mean that they are insignificant; they are real and they are substantial, coming 
largely in the form of reduced income, purchasing power, and ultimately jobs. 
Because these costs are not visible, however, governments have not been called upon 
to justify their industrial policy measures to those expected to bear the cost. 

Industrial support in Canada has been applied with little regard for order or 
rationality. New programs and interventions have been grafted onto the already 
thick and cumbersome layer of government supports and regulations. In many 
cases, needed industrial and labour market adjustments have been prevented by 
so-called “transitional” measures to support weak and declining industries, often at 
the expense of stronger, and more efficient, sectors. 

While Canada’s industrial policies have long been detrimental to the country’s 
overall income and productivity performance, the effects were veiled during the fast 
growth years. Today, with slow growth and a mediocre economic performance, the 
need for basic policy changes has become clear. 


D. Stagflation 


Over the last two decades, the economy has been undergoing other basic 
shifts and changes. In spite of rapid growth, unemployment rates have continued 
to rise without a slowing of inflation. The economy settled into a condition now 
popularly known as “stagflation” —vast amounts of productive resources standing 
idle while prices rise at an unacceptable pace. 


Economic management policies swung from Keynesian attempts to “spend 


the country” out of unemployment to short doses of monetary restraint to contain 
inflation. While some minor successes may have been achieved, there was no basic 
reversal of the stagflation process. 


Uncertainty and confusion in the private sector were at least equal to that in 
government. Industrial relations became hostile and disruptive as labour and 
Management sought to insulate themselves from feared declines in real income. 
Consumers, on the other hand, found their spending plans frustrated by rapid 
price changes. The public at large first blamed the unions and corporations and 
has recently recognized that the actions of government have been, to a large degree. 
responsible for the current economic malaise. 
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The worldwide decline in economic activity from 1974 to 1976, coupled with 
the quadrupling of energy prices, brought the situation into even sharper focus. 
Governments were committed to spending programs initiated in the years of rapid 
growth and, as their tax revenues fell with the decline in economic activity, were 
faced with unprecedented deficits. With inflation proceeding unabated and with 
severe unemployment problems, wage and price controls were imposed in October 
of 1975. 


While there were serious doubts concerning the value of wage and price 
controls, it was generally agreed that they would at least allow governments the 
time necessary to formulate policies for dealing with the underlying causes of 
inflation. These so-called “structural” policies and problems have now become 
the focus of attention in Canadian economic policy discussions. 
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ll. PLANNING THE RECOVERY 


A. Need for an Economic Strategy 


To improve economic performance over the next few years Canada will have 
to be able to compete in foreign markets. In the face of what promises to be an 
era marked by only moderate demand growth and increased competition from 
other countries, this will require that the Canadian economy be put on a sound and 
efficient footing; far stronger than exists now. 


This process will not be quick, nor will it be easy. The current situation 
reflects in large part the net effects of the application of inappropriate and ineffec- 
tive policies by all governments over at least two decades. Many problems are now 
deeply rooted—industries and communities have grown dependent on government 
for continued support, inflationary pressures show no signs of abatement, unem- 
ployment continues at high levels, consumers are reluctant to spend, and investors 
to invest. 


The solution requires that all governments act in concert to implement funda- 
mental policy changes. An economic strategy that can be seen, grasped, and 
supported by individual Canadians and by all governments must guide these efforts. 
The time frame should be medium to long term—realistically aiming toward 
restoring economic health over a three-to-seven year period. 


B. The Strategy Framework 


The Government of British Columbia takes the view that Canada’s structural 
problems, and the solutions to them, should begin with a recognition of four factors: 
Canada’s domestic markets are relatively small and geographically dis- 

persed in comparison to most major industrial nations. 

Canada is not a single “national economy”; it is a collection of more or 
less unique regional economies linked together in a “common 
market”. 

Present economic difficulties derive in large part from past government 
policies. 

The overlap in areas of federal and provincial interest and jurisdiction, 
never completely distinct, has resulted in an ongoing problem of 
duplication, inconsistency, and competition between governments. 


From these characteristics flow an equal number of principles that are central 
to a national strategy: 


Full and orderly integration into the international economy is basic to 
Canada’s employment, income, and price performance. 


Canada’s economic potential can best be achieved by ensuring that each 
region develops up to its economic potential. 


Government economic policies should reflect the need for greater eco- 
nomic efficiency in the use of the nation’s resources. 


It is only through the co-ordinated action of all governments that 
Canada’s economic health can be restored. 
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British Columbia’s proposals are based on the philosophy that a vibrant and 
healthy private sector is vital to Canada’s economic future. Policies should be such 
that an impetus for renewed growth will be generated in the private sector, while 
the share of the nation’s resources under the control of governments will be sub- 
jected, wherever possible, to the tests of economic efficiency and public account- 
ability. 


C. Strategy Objectives and Issues 


Before any effective or meaningful strategy can be formulated, it is necessary 
to identify the objectives toward which policies are to be directed. These need not 
be particularly precise. In fact, too much precision could lead to failure of the 
overall plan. Factors like world economic conditions, which are clearly beyond 
the control of governments in Canada, could prevent the attainment of overly 
specific goals, thereby destroying the credibility of an otherwise worthwhile 
approach to policy making. 

For this reason, adherence by all governments to three general objectives is 
advocated: 


Employment/ Unemployment 


® A lasting reduction of national unemployment should be a primary objective. 


Real Income Growth 


© Sustained growth in the per capita real incomes of Canadians should be 
another objective. It should be achieved by a reduced rate of inflation 
combined with more rapid productivity growth. 


Realization of Regional Economic Potential 


® Pursuit of improved levels of employment and real incomes in Canada should 
be accomplished by ensuring that all of Canada’s regions realize their full 
economic potential. 


All three objectives should be interpreted as medium to long term in nature, 


and should be pursued through policies designed to alter the underlying structure 


of the Canadian economy. Policies providing symptomatic relief in the near 
term, only to have the problems reappear in a few years in possibly exaggerated 
form, should be avoided. In the labour market, for example, emphasis should be 
placed on improving the functioning of this market as an efficient allocator of 
Canada’s manpower rather than on short term stimulative measures that fail to 
provide lasting employment in line with the occupational skills of the work force. 

Stable and enduring growth of real incomes will depend on Canada’s ability 
to reduce inflation and to improve productivity. It is important, therefore, that 
policies be developed to deal effectively with these issues and, again, to do so on a 
lasting and stable basis. 

Because of the inherent regional diversity in the Canadian economy, improved 
economic performance will require an approach which is sensitive to regional 
differences. In cases where divergent regional interests lead to different policy 
proposals, stress should be laid on those policies contributing most to overall 
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national efficiency. This cannot, however, be done on a piecemeal basis. Many é 
of Canada’s longest standing policies are not consistent with the objective of 
meeting Canada’s economic potential (e.g., tariff policies). Thus, supplying new 
policies without making old ones more efficient could result in an ee balance 
of economic activity among sectors and regions. 
In pursuit of these objectives, the Government of British Columbia t is proposing 


the adoption of new policy directions in four broad and related areas of govern- é 
ment involvement in the economy: : 


Government spending practices. 
Government policies to stabilize the economy. 
Government policies for the private sector. 
Mechanisms for co-ordination of economic policies among governments. 
The problems which prevail in each of these areas together with recommended 
policy directions for their solution will be discussed in the following section. 
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lil. REFORMING CANADIAN ECONOMIC POLICY 


A. Government Spending Practices 


1. The Facts 


In 1976, government spending was equivalent to 40.5 per cent of gross national 
product. By way of contrast, in 1961 the comparable figure was 30.8 per cent. 
The spending of Crown corporations constituted a further 10.0 per cent of national 
output in 1976. The components of spending showing the most rapid growth over 
the 1961-76 period included spending on health programs, wages in the public 
sector, provincial debt servicing costs, transfer payments to individuals (e.g., old 
age security and U.I.C. payments), and federal subsidies and capital assistance to 
corporations. 

While heavy spending increases occurred at the federal level, even more rapid 
increases occurred at the provincial level mainly in expenditure under shared cost 
programs such as health, education, social assistance, and regional grants. 


2. Causes of Growth in Government 


Growth in government spending can be attributed to a variety of factors: 


(a) Demographic Factors—The passage through the school system of the 
“baby boom” coupled with the overall aging of the population structure, 
fueled a demand for education and other public services. 

(b) Urbanization—The migration from rural to urban environments has 
created a demand for more public services by urban dwellers. These 
demands have tended to be matched in less urbanized areas on grounds 
of social equity. 

(c) Lower Potential for Productivity Increase—As is the case in most service 
industries, the potential for productivity growth is lower in government 
than in industry. 

(d) Demand for Public Services—A natural consequence of higher levels of 
income is an increased demand for public services. 

(e) Increase in Government Revenues—Revenue from taxes normally grows 
faster than growth in the economy. Government revenue growth, par- 
ticularly before indexing was introduced in 1974, gave rise to strong 
expenditure growth and somewhat negated the need to increase taxes to 
finance new programs. 

(f) Public Sector Compensation—Earnings of public employees accelerated 
rapidly through the early 1970’s in relation to those in the private sector, 
but have since stabilized. 

(g) Shared Cost Programs—This area has shown the fastest rate of growth in 
provincial spending, and indications are that spending control by provin- 
cial governments over these “‘fifty-cent dollars” was inadequate. 

As these factors suggest, a large part of the increase in government spending 
occurred because of legitimate public demands for services. In some cases, however, 
public demands may have reflected a lack of information on the ultimate cost of 
providing services. Costs, in turn, have run ahead of expectations because of weak 
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financial management practices in government, inefficiency in delivery systems, and 
public sector compensation settlements, and often it has occurred because cost 
information was simply not obtained or was not made adequately apparent to the 
public. It is these costs, for which there are no concomitant gains to society, that 
must be brought under control. 


3. Economic Implications of the Growth of Government 


Probably the most serious consequence of the rapid growth of government 
spending is the inflationary process which it can fuel. If governments incorrectly 
gauge the mix of consumption (i.e., the transfer of consumption from private goods 
to public goods) then any of three serious inflationary effects could result. 

Consumers may be reluctant to change their personal consumption patterns in 
spite of a reduction in take-home pay. If private consumption were sustained from 
_ Savings, total demand in the economy could exceed available output and thereby put 

pressure on prices. This effect would probably not be maintained for long since it 
relies on a reduction in savings as a means of sustaining the real take-home pay 
rather than political pressure to reduce taxation. On the other hand, reductions in 
take-home pay could result in increased wage demands and higher wage settlements. 
If business can pass on the wage gains, then inflation results. If profits are reduced, 
investment may suffer. Finally, governments could become reluctant to seek addi- 
tional taxation revenue and, instead, finance additional public consumption through 
larger deficits and ultimately monetary expansion. Each situation results from public 
resistance to the transfer of resources to the government, and the final arbiter in the 
battle for shares is inflation itself. . 

Inflationary pressures as such undermine the competitive position of Canadian 
producers. Such a weakened competitive position reduces investment and produc- 
tivity growth, while increasing unemployment. Increased unemployment may then 
result in further pressures on governments to provide “‘stimulative” spending and 
the vicious circle tightens. The ease with which a country can be drawn into deeper 
problems of inflation and unemployment, with an eventual loss of confidence in 
government and the economy, is apparent. 

Growth of government can exert a drag on the economy in other ways as well. 
In recent years, for example, high wages and good benefit packages have drawn a 
considerable amount of the economy’s best manpower away from the private 
sector. Similarly, government borrowing requirements have drawn on savings 
which might otherwise have been channelled into investment in the private sector. 
The human and capital resources thus diverted to the government sector are no 
longer subject to the natural test of efficiency provided by the market place. The 
result can be to reduce the competitiveness and dynamism of Canadian industries. 


4. Policy Directions for Government Spending 


In order to achieve the objectives of the proposed economic strategy the share 
of the nation’s resources dedicated to governments must be reduced. Moreover, 
the growth of government in the future must be controlled in line with the public’s 
desires. To accomplish this, governments must adopt effective procedures for 
financial management and must be made more accountable to their electorates. 
The following proposals should be adopted to meet these objectives. 
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(a) Temporary Restraint 


British Columbia recommends a period of temporary restraint as follows: 

© For a period of three years all governments should restrain spending growth 
to a rate at least 1 percentage point below the growth rate in the economy 
(rate of growth of gross national product for the federal government, and rate 
of growth of gross provincial domestic product for each province). 


® Because of the adjustment problems that might be encountered in a slow- 
growth region, no provincial government would be required to reduce the 
growth of spending below two per cent plus the Canadian rate of inflation. 


It is expected that application of such restraint would halt growth in the 
government share of gross national product so that, by the end of 1980, the share of 
government would be about 40.0 per cent. If the growth of government were to 
continue in the trend established over the past 10 years, the share would expand to 
over 45.0 per cent by the end of 1980. 


(b) Future Financial Management and Control 


The three year period of restraint should be used to develop mechanisms to 
control the growth of government. The first priority should be financial manage- 
ment within governments themselves. This would involve the application to 
government spending of an accounting system capable of handling three basic 
functions: planning, control, and reporting. The basic difficulty for financial 
control in government concerns the fact that benefits from government spending 
programs do not, in most cases, result in a measurable output. Thus the accounting 
system must allow politicians to establish targets and priorities and then ensure 
that these are met at the lowest possible cost. One possible system for this is the 
so-called ‘“‘zero based budgeting” technique. The basic value of this approach lies 
in the fact that for each program, the alternatives of elimination, reduction, con- 
tinuation at the same level, and expansion are all weighed on equal grounds. While 
this technique could be expensive to implement, it would appear to warrant study 
and investigation. As part of the National Economic Strategy, governments should 
undertake a joint evaluation of zero based budgeting as a method of improving 
financial control within government. 


Coupled with the concept of zero based budgeting, the use of “Sunset Clauses” 
in legislation should be investigated. These clauses would bring a legal end to 
spending programs and regulatory practices and therefore force their review and 
reappraisal at some predictable time in the future. 

Another area in which moves could be made to ensure effective financial control 
over governments would be the establishment of independent auditors. The 
federal government has such a mechanism in the form of an Auditor General and 
British Columbia has recently made a similar appointment. This practice should be 
adopted by all provinces. 

Finally, to ensure that all governments report their revenues and expenditures 
on a consistent basis, consideration should be given to adopting common accounting 
practices. The national accounts basis utilized by Statistics Canada holds the most 
promise in this regard. 
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(c) Growth of Government Revenues 


As long as governments are able to finance increased expenditures without 
recourse to tax rate increases, it is possible to avoid full justification of spending 
decisions to electorates. This was especially true in the early seventies, before 
the indexing of the Personal Income Tax, when growth of public revenues well in 
excess of the growth of the economy contributed to the expansion of government. 
At that time, rather than running surpluses, governments spent their complete 
budget. Thus, in the recent downturn, governments have not been able to finance 
the programs put in place during the boom years without recourse to borrowing. 


In order to improve accountability of government spending, there should be 
greater reliance on visible tax increases. Tax systems should be amended to yield a 
trend of revenue growth not greater than the rate of growth of the economy. In 
particular, indexation of personal income taxes should be retained, and means 
should be established to ensure that corporation tax is assessed on the basis of profits 
allowing for inflation. 


In an inflationary period, present accounting systems for Corporation Income 
Tax overstate profits by understating depreciation (which is based on original 
cost) and by identifying as profit the increase in the dollar value of inventories that 
results from inflation. Thus nominal tax rates for many industries considerably 
understate true effective tax rates. The lack of “inflation accounting” for Corporate 
Income Tax may also have the effect of increasing dividend payout by corporations 
as they attempt to satisfy the expectations which their shareholders develop on the 
basis of the same exaggerated profit statements. The consequent reduction in real 
retained earnings may tend to dampen investment spending. Workers, too, may 
press for a larger share of the paper profits reported by corporations. 


{d) Intergovernmental Transfers 


Another major factor which blurs the lines of accountability is the use of 
transfers between governments. Fiscal transfers in Canada are made either for 
specific purposes (i.e., Conditional Grants) or for general use (i.e., Unconditional 
Grants). During the 1976-77 fiscal year, federal Conditional Grants amounted 
to $7.3 billion while Unconditional Grants added an additional $2.6 billion. In 
total, therefore, some $10 billion was raised by one level of povernient only to 
be spent by another. 


By separating the need to raise taxes from the power to spend, transfer pro- 
grams effectively undermine the accountability of governments to their electorate. 
Furthermore, conditional grants, especially those in the form of shared-cost pro- 
grams, undermine provincial spending priorities as the provinces attempt to “get 
the most” out of the “fifty-cent dollars”. 


Under the Federal-Provincial Fiscal Arrangements and Established Programs 
Financing Act (March, 1977) the dollar-for-dollar Conditional Grants for certain 
programs (¢.g., Hospital Insurance, Medicare, and Post-Secondary Education) 
will be replaced by federal cash contributions plus additional tax room for the 
provinces (13.5 percentage points of Personal Income Tax and 1 point of Corpo- 
rate Income Tax). This is a process which should be extended to more programs. 


In summary, tax points should be transferred in place of shared cost pro- 


grams to the provinces, although block funding may continue to be necessary for 
some provinces. 
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{e) Income Support Consolidation 


One of the main areas in which government expenditures have grown substan- 
tially is that of transfers to individuals. British Columbia believes that this is a 
vital area for government spending but that the present system does not adequately 
serve the country’s needs. Support is delivered in ineffective ways and often does 
not reach the people most in need. Moreover, certain groups, such as the low- 
income working population, are neglected almost entirely by the existing income 
support programs. 


Since the Report of the Quebec Commission on Health and Social Welfare 
in 1970, it has been recognized in Canada that there needs to be a distinction 
between categorical income maintenance programs for the unemployable and 
income supplementation for those who have low incomes because they are employed 
at low wages and/or can only obtain part-time or seasonal employment. In spite of 
this, however, universal transfers are still emphasized in Canada and no effective 
income supplementation program yet exists. For example, about twice as much 
federal money is spent on universal transfers, including family allowance and old- 
age security pensions, as on income-tested or needs-tested categorical programs 
under the Canada Assistance Plan and the Guaranteed Income Supplement. 
Similarly, there are substantial federal expenditures for other programs having a 
redistributional element such as housing subsidies and Unemployment Insurance. 


Categorical programs offer an effective means of delivering assistance to those 
individuals unable to support themselves. Under the existing system, however, 
the administrative costs are high and work incentives are lacking. Individuals 
qualifying for income support frequently suffer a reduction in total income if they 
obtain part-time or low-wage employment. This anomaly is particularly pronounced 
when such persons are also subject to loss in eligibility for transfers in kind such 
as housing subsidies or medical benefits. In addition, the universal demogrant 
programs, by paying benefits regardless of need, are not the most effective means 
to deliver support to the poor. 


These programs should be restructured so as to: 


Permit the beneficiaries to retain some income from employment, thereby 
maintaining a work incentive. 


Eliminate overlap by consolidating programs, such as housing subsidies, 
into cash transfers to needy persons. 


Ensure that programs distribute benefits to those most in need. 


Unemployment insurance should be restructured to emphasize temporary 
income maintenance in the event of involuntary unemployment. The 1971 revisions 
to the Unemployment Insurance Act resulted in a program that has proven very 
costly. The current U.I.C. program significantly alters employment incentives, and 
provides benefits without consideration for the needs or income of the recipients. 
By providing benefits to workers in casual or seasonal employment who expect to be 
unemployed on a regular or periodic basis, the current unemployment insurance 
system lowers wage costs in these activities because of the increased willingness of 
workers to enter the labour force or to forego other types of employment. How- 
ever, by decreasing the cost and increasing the duration of unemployment, overall 
wage costs in the economy may be increased. Moreover, both of these latter 
factors, combined with extended benefits in areas of high unemployment, act to 
reduce movement of workers to areas with lower unemployment. 
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Recent revisions to the Unemployment Insurance system may reduce the cost 
and, to some extent, correct these problems. Further revisions, however, are likely 
to be necessary. In this regard, British Columbia recommends that consideration 
be given to the following: 

Reduction or elimination of benefits for workers who expect to be unem- 
ployed on a regular seasonal basis; 

Exclusion of secondary wage earners in relatively high income familtes; 

Elimination of disincentives to the movement of labour out of areas of 
high unemployment. 


The final element in a restructured income support system would be an income 
supplement scheme designed to assist the working poor while still fostering work 
incentives. An earned subsidy or tax credit, which could be part of individual pay 
cheques, would appear to be the most effective policy in this regard. Under such a 
sysiem, a low-income earner would receive a cash rebate based on some percentage 
of income earned. At some level, as earnings increased, the individual would begin 
to pay income tax. 


(f) Compensation of Public Sector Empioyees 


This is another of the “controllable” areas of government expenditure which 
must be given consideration within the framework of a national economic strategy. 

Over the last 15 years compensation of most public employees has substantially 
improved relative to their private sector counterparts. The trend has not been 
smooth and continuous. Nor has the improvement always been in wages and 
salaries: fringe benefits and pension rights have also been considerably upgraded. 
However, the general story has been one of the public sector moving ahead faster 
than the private sector. 

At the same time, there has been a fundamental change in . the pattern of 
bargaining in the public sector. The degree of unionization in the public service has 
increased rapidly as governments have granted the benefits and rights of collective 
bargaining to their employees. In many cases the workers have been quicker to 
respond to the new “rules of the game” than have public sector employers. Some of 
the improvement in compensation has come from this new pattern of organization 
and bargaining. Other gains have simply been due to market forces. As govern- 
ments have rapidly expanded their services, they have put pressure on supply and 
the market price for people having certain skills has risen. 


This increase in compensation has had some serious consequences beyond its 
contribution to the growth of government. It has had a direct effect on private 
sector compensation and, thus, inflation. By bidding away labour from the private 
sector, the public sector raises labour costs in the private sector. In an inflationary 
environment, substantial and highly visible compensation settlements for public 
employees, can act as an important signal about governments’ attitude to similar 
settlements in the private sector. 


The twin considerations of economic efficiency and equity provide some guide- 
lines for appropriate public sector compensation. Economic efficiency requires that 
government jobs be given to those who perform satisfactorily at the lowest wage cost 
to their employers, the taxpayers. Higher public sector wages means first, that the 
government sector is more expensive and therefore that taxes (or deficits) must be 
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higher than would otherwise be necessary. Second, higher wages for government 
employees will increase the supply of applicants for public sector employment, 
Finally, the bidding upwards of employee standards may become excessive and 
attract highly-qualified talent which might be better employed in the private sector. 


It is imperative that public sector compensation no longer act as a trend-setter 
if government spending is to be controlled and if inflation is to abate. This does not 
mean that public employees should alone bear the brunt of winding down inflationary 
expectations, rather, that public sector compensation should follow not lead the 
private sector. Governments should adopt this principle and apply it in determining 
compensation increases of their public servants. In particular, average total com- 
pensation of public servants should not increase faster than average compensation 
in the private sector. Concentration on total compensation rather than wages and. 
salaries alone is important, for reasons given above. 


For individual employee groups, the pattern of settlement should be based on 
comparability with a like-group in the private sector wherever possible. This prin- 
ciple should be applied in a reasonable way to ensure the rights of public employees 
to determine the particular conditions of their settlements through the process of 
collective bargaining. Where a like-group is not readily available, public sector 
employers should be prepared to use market conditions to better gauge the rate of 
compensation that should be paid. 


These principles should be adopted by all governments but each should be free 
to determine the details of their application. Just as a short-term ceiling has been 
suggested on the growth of government spending so a short-term guideline for aver- 
age compensation seems appropriate until a new climate of bargaining within a less 
inflationary environment is established. Changes in average total compensation for 
the public sector could be set to a simple private-sector yard-stick which is agreed 
to by all governments. The backdrop of fiscal restraint will provide added assurance 
of a new era in public sector compensation. 


To help implement the details of the compensation principles outlined, govern- 
ments should be prepared to exchange information on labour market conditions and 
measures of total compensation. A mechanism for exchanging information on a 
regular basis should be established. 


(g) Competition Among Governments 


Competition among governments in Canada to attract industries to certain 
regions, to retain industrial activities within certain jurisdictions, and to develop new 
and popular public programs may also have contributed to the current financial 
difficulties of the public sector. On the revenue side, competition in the form of tax 
incentives for industry and more generous personal tax provisions can restrict 


government returns unduly. On the expenditure side, there is a need to examine 


how competition between governments in the form of industrial infrastructure, level 
of public services, standards of government programs, or even legislation such as 
minimum wages, exert upward pressure on government expenditures. 
Governments in Canada should seek to harmonize their programs and reduce 
competition of the kind outlined above. In particular, they should examine the effect 
of “national minimum standards” in raising the overall levels of expenditure, and 
the ways in which demands for interprovincial parity in public goods and services 
are transmitted to government and result in increased government expenditures. 
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B. Government Policies to Stebilize the Economy 


In the discussion of government spending practices, emphasis was placed on 
spending related to the provision of public goods, services, and social programs. 
A. large part, perhaps the largest part, of government involvement in the economy, 
however, relates to government policies which attempt to affect the nature and 


levels of economic activity. These policies can be conveniently divided into those. 
concerned primarily with the overall level of employment and income generation. 


in the economy (stabilization policy ), and those concerned with the relative levels of 


activity among various economic sectors. Stabilization policies are normally struc- 


tured to deal with short term demand deficiencies in the economy while policies to 
alter the allocation of activity among sectors tend to be longer term in nature. 


1. Fiscal Policy 
(a) Discussion 


Since World War II most industrialized countries have used taxing and 
spending policies in attempts to reduce fluctuations in the level of economic 
activity. That is, governments have used fiscal measures to maintain full employ- 
ment, price stability, and high rates of economic growth. However, recent experi- 
ence with high and often rising rates of inflation and unemployment, as well as 
siow growth, have cast doubts on the effectiveness of these policies. 


Critics point out that economic decision-makers are not able to gaute’’ accur- - 


ately when the economy needs short term stimulation, when such stimulation should 
stop, what the best means of providing stimulation are, how and when various 


measures will affect the economy, and so on. This is particularly true in a period — 
of stagflation when high unemployment, rapid inflation, and slow growth exist — 


simultaneously. There is also evidence that fiscal policy operates differently in 
an inflationary economy than in one which has more stability in its prices. Finally. 
it has been argued that, in the name of stabilization, governments tend to run 
deficits in recessions but fail to maintain surpluses in years of strong growth. 

An analysis of the use of fiscal policy in Canada over the past two decades 
indicates that errors have been made, but does not warrant the conclusion that 
fiscal policy should be totally rejected. In fact, fiscal policy may be one of the few 
acceptable methods of achieving short term goals once an overall economic strategy 
is developed. Fiscal policies must, however, be constrained to avoid many potential 
problems. 


(b) Policy Directions 


Given that the probiems with regard to the timing and magnitude of fiscal 
policy measures are likely to remain for some time, emphasis should be placed on 
letting automatic stabilizers do much of the work, especially when the economy 
is close to full capacity and the margin for error is small. (Automatic stabilizers 
are programs, taxes, and other elements of the tax-spending system which cause 
tax revenues and spending levels to fluctuate with the level of economic activity. 


increasing spending injections when the economy is weak and reducing them when it 
is strong). Allowing automatic stabilizers to work will ‘require governments to run_ 


deficits during economic slumps and surpluses during recoveries. 
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Active Fiscal Stimulation 


Fiscal stimulation should be applied cautiously to avoid large errors due to 
the uncertainties outlined above. 


Preferred Methods of Active Fiscal Stimulation 


Methods of fiscal stimulation should be flexible, easy to implement, easily 
reversed or self-liquidating, and have low administrative costs. Tax instruments 
best fit this description and, in the case of stimulative measures, use of tax reductions 
would have the extra benefit of reducing inflation and pressures related to tax-push 
factors. Changes in general taxes would be preferred to adjustments in the tax base. 


Use of Expenditure Policy 


To the extent that government expenditures are changed, the emphasis should 
be on speeding up and slowing down previously budgeted expenditures, and not on 
funding new ones. Recurrent expenditures should be avoided by directing dis- 
cretionary policy toward capital projects. 


Deficits and Surpluses 


To balance the budget over the economic cycle, governments must be prepared 
to accept surpluses as well as deficits. Excessive accumulation of deficits could be 
constrained by publishing medium-term budgetary estimates (5 years) indicating, 
at least in a broad way, the policy changes necessary to balance surpluses and 
deficits over the period. 


2. Monetary Policy 
(a) Discussion 


Proper monetary and exchange rate policy are central parts of any strategy 
aimed at reducing the rate of inflation and creating economic stability. The present 
state of knowledge on the subject suggests that some form of monetary rule, whereby 
the growth of the money supply is tied to the growth of the economy, is best for 
Canada. This means that the money supply, appropriately defined, should grow 
at an annual rate which allows for the growth of output and employment but reduces 
the rate of price increase. Such a rule would dictate that the money supply not be 
allowed to increase as rapidly as it did in the early 1970’s. This excessive money 
supply growth contributed to the severe inflation the economy has endured in the 
seventies and to the present structural economic problems. A monetary rule would 
prevent rates of increase of the money supply too far in excess of rates of increase 
of real GNP. (For example, during the period 1970/77, the rates of increase of 
the money supply have varied from two to seventeen times greater than the rates 
of increase of real GNP). 


(b) Policy Direction 


Monetary Rule 


The Bank of Canada’s current monetary policy, which is in the form of a 
monetary rule, should be supported in principle. However, the Bank’s actual 
method of controlling the money supply and its definition of the most appropriate 
monetary aggregate for control, should be reviewed. 
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3. Exchange Rate Policy 
(a) Discussion | 


In the long run, exchange rates will reflect the relative competitive positions 
of nations in world markets. If a country attempts to hold its exchange rate at an 
artificial level, the underlying structure of its economy could be affected. Maintain- 
ing a floating exchange rate, on the other hand, will not hinder a country’s inter- 
national competitiveness as long as proper domestic policies are pursued to control 
inflation, unemployment, and growth. 


A floating exchange rate can act to insulate the economy from foreign economic 
disturbances. While it will not always completely negate such disturbances it will 
tend to reduce the variability in national income. It should also be noted that, in 
order for the monetary policy recommended above to be effective in controlling 
domestic inflation, it is necessary to maintain a floating dollar. Finally, evidence 
indicates that fiscal policy would still be effective as a short-term demand manage- 
ment measure when applied in conjunction with a floating exchange rate. 


(b) Policy Direction 
Canada should continue to maintain a free floating exchange rate. 


4. Government Finance Policy 


(a) Net Financing Requirement 


Although it does not appear to have done so in the past, the net financial 
requirement of the federal government could distort monetary policy by forcing 
the Bank of Canada to finance government borrowing in an inflationary manner. 


Since 1974, the federal government has created an enormous financial require- 
ment. While the 1973 federal net financing requirement stood at a mere $15 mil- 
lion, by October 1977 it was estimated at $8.8 billion for the year. It is the 
position of British Columbia that the Bank of Canada should not be forced by the 
financing requirements of the federal government, to deviate from its monetary 
targets. 


(b) Government Borrowing 


The size of government financing requirements has implications for monetary 
policy, the size of the government sector, the “crowding out” of the private sector 
in financial markets as well as in real investment, and for the exchange rate. The 
arguments are as follows: 


— In the case of monetary policy, if the federal government’s net financing 
requirement is large, and if it is financed by printing money, this could lead 
‘to excessive monetary expansion. 


— If the absolute size of government financing requirements are too large, this 
could indicate that the government sector has grown too large. 
— If governments borrow large amounts of money in the domestic market, there 


is a risk of pushing up interest rates and/or taking up funds that would 
potentially be used in the private sector. 


— Finally, if governments go to foreign markets to borrow excessive amounts of 


funds, this will tend to force up the exchange rate and could hurt Canada’s 
competitive position. | 
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Problems concerning deficits and borrowing requirements in the government 
sector are related to their impact on (a) the money supply; (b) the level of invest- 
ment; and (c) the exchange rate. To constrain active monetary policy, adherence 
to a money supply rule and a floating exchange rate has been advocated. To 
prevent “crowding out,” procedures for making the size of the government sector 
more responsive to public demands have been proposed. To ensure that the 
exchange rate reflects the underlying competitive position of the economy, the 
federal government is advised to refrain from attempting to artificially support or 
depress the rate. With the above policies in place and the fiscal policy reforms 
suggested earlier, government borrowing should not present any problems. 


C. Government Policies for Industrial Development 
1. Principles of An Industrial Strategy 


It is British Columbia’s view that special measures taken in support of specific 
industries or sectors should be co-ordinated within an industrial strategy which 
would itself be in line with the overall national economic strategy. The industrial 
strategy would identify directions along which industrial policy could be developed to 
facilitate the most effective achievement of medium to long term economic objectives. 

The industrial strategy would be based on two principles: First, competitive 
market forces, rather than government policy, would be relied on to set the level 
of activity in particular sectors over the long term. Second, industrial policy 
would be set so as to facilitate, not prevent, changes in the relative level of activity 
between sectors. Policy would not be designed, as it has been in the past, to maxi- 
mize or to maintain production and employment in each sector. Instead, emphasis 
would be placed on easing the burden of change as protective measures for particular 
Canadian industries were reduced. 


2. International and Domestic Trade 


Moving the country toward full and orderly integration into the international 
economy would enhance. Canada’s economic and productivity performance. In 
many sectors, Canada’s domestic market will not support competitive production 
on scales large enough to keep costs to minimum levels. Attempts by Canadian 
manufacturers to duplicate the full range of product lines produced by large scale 
international competitors result in shorter production runs, inefficient use of 
capacity, higher production costs, and, ultimately, higher prices for consumers. 


Canadian industry must be given maximum opportunity to expand into export 
markets while facing the challenge of increased international competition at home. 
In addition to increased consumer purchasing power, reduced tariffs and other trade 
barriers would lower the cost to Canadian firms purchasing inputs for their own 
products. With better market access and cheaper input costs, opportunities for 
further processing of resource products in Canada would be improved. 

In support of initiatives toward more liberalized international trade, Canada 
should: 

© Keep to an absolute minimum any exceptions to tariff cuts which may emerge 
from the GATT negotiations. 

® Negotiate forcefully for maximum removal of tariff and non-tariff barriers to 
Canadian firms selling in foreign markets in return for substantial cuts in 


Canada’s trade barriers. 
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® Undertake bilateral discussions with various countries to augment the modest 
moves toward trade liberalization expected from the GATT discussions. In 
agriculture and other resource-linked sectors, it should be possible to move 
further, and more quickly, to reduce —_— barriers by negotiating on a bilateral 
basis. 


Protective policies are not the sole preserve of national governments. Provin- 
cial governments also use various techniques to protect local producers, thereby 
balkanizing what could be an efficiently functioning and freely competitive market 
across Canada. Among the barriers are preferential purchasing policies, labour 
practices restricting the free movement of workers among regions, liquor board 
practices, marketing boards, and so on. While no one province will wish to remove 
such barriers unilaterally, a process could be initiated whereby joint action among 
all governments could prove beneficial. _ 


3. Policy Concerning Regulatory Intervention 


Regulatory practices and tribunals have a substantial and far-reaching influ- 
ence upon economic activity in Canada. Sectors such as transportation, telecom- 
munications, and the utilities are subject to public ownership and/or regulation. 
Real estate and securities brokerage are subject to regulation by government 
tribunals, while the professions are largely self-regulated. Other regulatory func- 
tions such as the determination of health, safety, and environmental standards 
influence all sectors of the economy. Recent government incursions into the 
marketplace in the form of wage, profit, and rent controls have created sweeping 
regulatory powers. . 


In many cases, regulatory policies and practices have developed as a result of 
particular problems and needs arising in the past. For example, regulatory 
practices in transportation, that may have been necessary to protect consumers from 
abuse of monopoly market-power when transportation alternatives were limited, can 
now inhibit effective competition, increasing the cost to consumers. 


Transportation also provides an example of the many areas where further 
replacement of regulatory intervention by a reliance on competitive market forces 
would likely be of benefit to the economy at large. In 1961, the Macpherson Royal 
Commission foresaw the possibility of increased competition between various modes 
of transportation on the Windsor/Quebec City corridor. Since that time, develop- 
ments in technology, expansion of infrastructure, and so on have broadened the 
scope for effective competition. Protection of the consumer interest and that of the 
economy as a whole would be best served by allowing these competitive forces to 
fulfill the “regulatory” function. 


In general, regulatory practices and decisions should be made only after 
consideration of their full economic implications. If the objectives could be met by 
market alternatives to regulation, these should be used. When regulation is the 
only alternative, it should be based on sound economic criteria such as, for 
example, the use of marginal cost pricing for public utilities. An overall review 
of regulatory practices should be undertaken to identify areas where these should 
be amended or, if possible, dropped. Proposed guidelines for this review are as 
follows: 


Maximum Deregulation—Where consumers/users have access to alternatives 
or substitutes, competition should be fostered and the product line or 
service area deregulated. 
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Residual Regulatory Role—Regulation should be confined to areas where 
factors such as monopoly power preclude the use of market-type alterna- 
tives (e.g., in the case of utilities). 


Reduce Cross-subsidization—User charges for products and services should be 
applied, where practicable, at a level sufficient to cover incremental cost. 
Hidden subsidies should be replaced by direct visible support. 


4. Taxation of Industries 


Governments have tended in the past to use certain policies and measures to 
support particular sectors or industries. For example, the tax treatment of invest- 
ment in exploration in resource industries is different from that applied to research 
and development expenditure in manufacturing. This differentiated treatment 
tends to attract resources into the preferred sector to a level beyond that which 
would have been reached in the face of market forces alone. Such practices tend to 
reduce the country’s overall economic potential by attracting resources which would 
have been better employed elsewhere to the “supported” sector. 


Corporate taxation, in its current form, results in distortion between sectors 
due to the lack of inflation accounting. The effects of this on government revenues 
were discussed above. It should be noted here, however, that the impact of 
inflation on corporate taxes varies between industries. The effective tax rate on 
profits adjusted for inflation is higher for industries with old capital and large 
inventories than it is for others (e.g., merchandising relative to manufacturing). 


A further problem with industry taxation policies has been uncertainty about 
future tax levels. A major cause of taxation instability has been federal/provincial 
disputes over resource taxation. The producing provinces point to ownership of the 
resources under the Constitution and argue that they should have the right to sell 
them at the best price obtainable in the market. It is also suggested that a move to 
world market prices would encourage Canadians to alter their consumption patterns 
so as to conserve on scarce natural resources. 


The federal government, however, has shown its concern with the enormous 
increase in equalization payments that would accompany any move to world prices 
for all resources, even under the amended equalization system. A new system that 
introduced direct payments from rich to poor provinces, combined with a reaffirma- 
tion of provincial supremacy in resource taxation, and a move to world market prices 
for resources, might represent a long-term solution. 


The following general proposals dealing with the taxation of industries are 
suggested as departure points for development of more specific policies: 


® Federal and provincial governments should revise their tax policies to ensure 
balanced treatment across industries. To the extent that favoured treatment 
for certain firms or sectors continues to be provided, an ‘“‘expenditure equiva- 
lent” should be recorded in government accounts to improve awareness and 
accountability on the nature of such transfers. 


® Governments should commit themselves to maintaining increased stability in 
corporate taxation. In the case of resource taxation, long-term stability may 
require an amendment of the equalization formula while moving to world 
market prices for resources. 
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Another case where the problems resulting from differentiated treatment 
between sectors arises is, of course, that of direct and indirect subsidies to specific 
industries. The very intent of these subsidies is to support an uneconomic level 
of activity in a particular industry. While such measures may prove necessary in 
the short term to avoid such problems as large scale layoffs in a particular industry 
or region, they weaken the foundation of the economy for the long term. 


A long term industrial development policy should be founded on a commit- 
ment to allow market forces to dictate the allocation of human and capital resources 
and should, in most cases, avoid ongoing sector specific subsidies. Rather, the 
focus of industry policy should be to foster productivity improvements and to 
improve the effectiveness of market mechanisms. Activities, such as export promo- 
tion, research and development, and dissemination of information on production or 
management techniques, some of which are currently part of government initiatives. 
are more appropriate areas for government involvement. 


5. Regional Policies 


Regional development policies, as part of an overall national economic plan, 
should be designed to ensure that each region achieves its economic potential. They 
should not, as has frequently been the practice in the past, encourage protected 
non-competitive industries in areas of high unemployment. Such policies increase 
the ultimate costs to the country as well as to the workers who will face difficult and 


costly adjustments when it becomes necessary to reduce the cost of supporting these 


industries. 


An example of the potential problems in this approach can be seen in the 


textile, clothing, and footwear industries. In these cases, an ever-widening com- 
petitive gap exists between the Canadian industry and that in less developed 
countries. This has led to the need for higher and higher protection, culminating 
in the recent imposition and tightening of quotas and trade restrictions. In spite of 
the obvious vulnerability of these industries, regional industrial incentives continue 
to draw investment and manpower into these industries and the regions dependent 
upon them. 


Long term problems aside, the current regional policies, principally DREE 
programs, have often failed to meet even their short term goal—to reduce unemploy- 
ment in slow growth regions. Industries have been induced to relocate by DREE 
incentives but have failed to provide suitable employment opportunities for the local 
labour force. Skilled personnel, which had to be recruited from outside the region, 
have often been required to staff the facilities. Thus, while the population of the 
region may have increased, the social and economic adjustment costs for groups 
actually experiencing high unemployment were not substantially affected. Recent 
emphasis in DREE programs on the provision of infrastructure offers little hope for 
dealing with regional unemployment problems. 


In considering regional development policies, it is important to be constantly 
aware that regions should not be developed for the sake of the region itself. It is 
unemployed and low income persons, often concentrated in specific areas, that are 
the subject of concern. With this in mind, British Columbia advocates policies 
targeted specifically at individuals with these problems rather than the pouring of 
money and resources into the general area in which they live. 
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In particular: 

® For persons with low income, consolidation of social security transfers should 
be combined with an earned income supplement designed to augment the 
income of individuals and families most in need (see section on policy pro- 
-posals for government spending). 

© Regional industrial incentives should be replaced by an incentive program 

_ specifically designed to encourage firms to employ persons with limited employ- 
ment opportunities. Regional employment subsidies could be linked to the 
federal government’s employment tax credit. 

® Existing programs of the Department of Regional Economic Expansion should 
be allowed to expire, with joint federal/provincial programs to be administered 
by the provinces for the duration of their term. The Department of Regional 
Economic Expansion should be eliminated in favour of a system of transfers 
specifically targeted at individuals. 


6. Adjustment Assistance 


Removal of trade restrictions and support policies for specific industries will 
expand output and employment as well as enhance productivity. However, this 
will occur on an uneven basis. Some industries will decline, and this may result 
in pockets of unemployment or reduced participation in the work force by workers 
unable to obtain alternative employment in their community. Adjustment assistance 
policies are required to ease the social and economic burden placed.upon these 
workers during the transition to a more efficient pattern of production. The emphasis 
of these policies should be on facilitating re-employment of workers who have, or 
who can develop, alternative opportunities while offering support to those who 
cannot. 

Firms will also need to adjust as increased competition reduces production of 
some products and creates new opportunities for production of others. However, 
direct assistance will not normally be required to enable firms to take advantage of 
viable new opportunities. Market forces will direct capital to alternative uses, 
and governments, if they intervene at all, should concentrate on making the adjust- 
ment process more orderly through a gradual rather than a single step reduction in 
a protective tariff or cash support system. 

While specific measures to assist firms may not be required, accommodating 
changes might be needed in financial markets. There is evidence that the structure of 
the Canadian Financial System distorts both the mix of assets between consumer and 
business loans and the flow of funds for business loans between regions. A more 
competitive financial system could be encouraged through revisions in the Bank Act. 
By increasing competition between the chartered banks and near banks, businesses 
should gain more access to funds generated through private savings. In addition, 
regions would benefit from a more efficient provision of banking services. 

As a complement to a strategy for structural economic reform in Canada, 
adjustment assistance policies should involve the following elements: 

® Integration with revised regional employment support policies for areas where 
high unemployment is likely to occur and with manpower retraining and 
mobility programs to facilitate re-employment. 

® Manpower and mobility programs should be stepped up to facilitate the move- 
ment of adaptable workers into more productive avenues of employment and 
into regions having greater economic potential. 
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@ Selective employment subsidies or pensions for older workers who, because of 
age, education, location, or other significant minal to mobility, lack alterna- 
tive opportunities. 

® As for firms, increased demands on capital markets may be anticipated during 
the transitional phase. Steps should be taken, possibly through the Bank Act 
revision, to encourage a higher degree of competition among Canada’s financial 
institutions. This will ensure that firms are able to obtain adequate financing 
for plant modernization and/or expansion as well as providing improved 
opportunties for Canadians to invest their savings in the economy. 


D. Regional Accommodation 
1. The Role of the Provinces 


Realization of the nation’s economic potential will demand that provinces 
develop policies in a manner consistent with an overall economic strategy and that 
they be given the opportunity to participate in the formulation of national policies. 
The provinces have much to offer national policy making by way of knowledge of 
the structure of their regional economies and the concerns unique to their area. 

In addition, the expansion of the spending levels of provincial governments has 
increased their impact on the functioning of the national economy. Likewise, the 
transfer of tax points to the provinces, in lieu of cost-shared programs, has further 
strengthened the potential of the provinces to affect the performance of the economy. 

To account for these factors, provincial input is required in three broad areas 
including consultative forums, economic research, and Seat agencies. These 
are discussed, in turn, below. . 


2. Consultative Forums 


One of the basic elements necessary for a co-operative approach to national 
economic policy making is already in place—the many different avenues for 
federal/ provincial consultation and discussion. In fact, in 1975 over 780 federal/ 
provincial meetings were held. There are, however, a number of problems which, 
if resolved, would make this system of contact more effective. 

The present system has evolved from a series of gradual, practical response to 
the increased interdependence of governments. There has been no real concern 
for co-ordination. Systematic procedures for calling meetings, setting agendas, 
terminating debate, establishing consensus, and implementing agreements are 
lacking. Most importantly, however, no formal mechanism exists to ensure mean- 
ingful and early consultation on matters of concurrent federal and provincial 
interest, nor to monitor government follow-up of the results of intergovernmental 
consultation. 


Federal/provincial forums should provide for meaningful discussion of topics 


on a time frame beneficial to all. The following points should guide the establish- 
ment and operation of these bodies in the future: 


® Governments should commit themselves to early consultation on matters of 
mutual concern. This should be accomplished through confidential intergov- 
ernmental discussion of general policies prior to the formulation of legislation 
and greater recognition: of, and obligation to, consult in the many areas a / 
concurrent interest. . 
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® Provincial input should be formally taken into account on questions of pro- 
cedure including agenda, timing, appointment of chairperson, and frequency of 
meetings. These inputs might be ensured through the development of guide- 
lines and operating procedures. 


® A mechanism should be established to remove unnecessary or ineffective 
bodies. 


® Consultative bodies should be organized in functional areas with a clearly 
defined mandate and operating life (e.g., a Committee on Oil Allocation 
Policy to recommend the appropriate allocation of domestic crude oil). 


® To resolve specific matters, the current practice of establishing ad hoc groups, 
on either a bilateral or multilateral basis, should be continued. 


3. National Economic Research 


The nature and conduct of economic policy research at the national level is 
inadequate. Reforms are needed to ensure that national research bodies undertake 
studies in areas, and in ways, that reflect the interests and concerns of the provinces. 
First among the problems with the conduct of national economic research is the fact 
that the data collected in the federal agencies is structured mainly for national pur- 
poses. Sets of regional data are frequently not available. Moreover, there are few 
provisions for freedom of information in Canadian legislation. Thus, the provinces 
as well as the public, encounter problems in securing economic information promptly. 
Frequently, the kind of information required to effectively express a regional view- 
point exists within the federal government, but the provinces may be denied access 
to it and, therefore, be forced to duplicate costly research. 


The Economic Council of Canada, now 15 years old, was established to provide 
the basic economic research necessary for improved national policy making and 
economic performance. The Council was also directed to raise the level of public 
debate on economic issues in Canada, and to ensure broad support for new policy 
directions among major interest groups. While all three of these objectives were 
commendable, they were not compatible within a single economic institution. The 
Council interpreted its mandate to mean that it had to achieve a consensus among 
the interest groups it represented before endorsing reports or making general recom- 
mendations. Good policy analysis is not always amenable to consensus, so consulta- 
tion and decision making must often be divorced from economic analysis—particu- 
larly when significant structural changes to the economy are being contemplated. 
The chief economic research agency must maintain both independence and integrity, 
but there should also be regional advice and continuing liaison during research 
projects concerning the regions. 

The absence of formal provincial representation on the Economic Council 
denies the provinces the ability to request and monitor the kind of economic research 
they view as essential to an understanding of economic policies. To correct these 
problems, the following proposals are made: 

® Federal data collection agencies should put more emphasis on the regional 
breakdown of data than is now the case. 

© In order that the Economic Council of Canada be made responsive to both 
levels of government, it should be restructured such that reports and recommen- 
dations are subject neither to a consensus requirement nor to a veto, and its 
members should include provincially appointed representatives. 
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4. Federal Economic Policy Agencies 


Excessive regulation of the economy has contributed to a variety of the 
economic ills in the different regions of Canada. The general economic effects of 
some of these regulatory systems have already been suggested. Quite separate 
from these effects, however, is the question of whether the regional dimension has 
been adequately taken into account by these national regulatory agencies. The 
institutions where provincial input appears to be particularly lacking include the 
following: 


Canadian Transport Commission. 
Anti-Inflation Board (or its successor ). 
National Energy Board. 
Tariff Board. 
Canadian Trade and Tariffs Committee. 
Anti-Dumping Tribunal. 
Bank of Canada. 

, Competition Board (in formation stage). 


Besides these nationally-constituted bodies, other international forums (such as 
GATT) and bilateral agreements with foreign countries (such as the Canada-United 
States Pipeline Treaty) often bear directly on regional economic concerns. Federal/ 
provincial consultative mechanisms in the area of international economic policy 
need new refinements, given the extent to which pie relations have become 
dominated by economic concerns. 


The nature and structure of present regulatory agencies do not adequately | 


account for regional concerns. First, the terms of reference of the agencies usually 
do not provide for sensitivity to regional concerns. For instance, the Anti-Dumping 
Act is very narrowly construed. Under this legislation, the Anti-Dumping Tribunal 
cannot consider injury to a domestic producer in the market it naturally and normally 
serves. The Act fails to recognize that Canada is comprised of regional economies 
with different needs. 


Second, all agencies do not have formal representatives of the regions on their 
governing bodies. Third, the agencies often fail to appoint provincial representatives 


to the many specific, technical committees that are established. The lack of informal 


working relationships between provincial officials and officials of the national regu- 
latory agencies is perhaps the most serious concern. As things stand, the provinces 
can only comment on matters that have already been decided. What is needed are 
mechanisms whereby the provinces can initiate action by requesting that the agency 
review the regional situation. In particular, five changes are proposed: — 


® Federal regulatory agencies should be regularly reviewed by the appropriate — 


federal-provincial meeting of ministers having responsibility for that issue. 


© Federal regulatory agencies may in some instances need new or amended man- 
dates to ensure that diverse regional interests are represented (e.g., the Anti- 
Dumping Tribunal). 


® Federal regulatory agencies should facilitate provincial input at ae technical 
level in the policy review process such as has been developed for FIRA. Other 


agencies may require official provincial representatives on their governing 
bodies. 


® Some agencies might operate more effectively if their quasi-judicial status were 
removed and they were integrated into a federal department sa g-, the Fas 
Board). 
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TV. POLICY IMPLEMENTATION ~ 


This report has put forward numerous proposals for economic reform in 
Canada. The proposals are directional rather than detailed and specific. They are 
intended to provide a guiding framework against which more precise and easily 
implemented policies can be achieved through a process of policy development and 
consultation. Such a process can be of short duration for some policies but could 
take more than a year for others. 

It is now imperative that mechanisms be put in place to ensure that, through a 
process of federal/provincial economic co-operation, the necessary restructuring of 
economic policy takes place. Because of the significance of the subject matter, and 
because of its great breadth, First Ministers will have to assume heavy responsibility 
for maintaining the momentum required for implementation. 

At the working level it will be necessary for each government to appoint one 
individual, preferably reporting to the First Minister, to act as the economic policy 
co-ordinator. This person would be responsible for co-ordinating the work toward 
strategy implementation within his government and among the other ten govern- 
ments. Collectively the economic policy co-ordinators would form a high level 
federal/provincial secretariat on economic policy and strategy. As a group they 
would report to the Council of First Ministers on issues and progress toward imple- 
mentation. They would also be responsible for identifying areas for detailed study 
by working groups and for the setting of broad policy directions and terms of 
reference as a guide to those preparing specific policy proposals. Recommendations 
on such matters would be put before First Ministers who would then forward their 
instructions for work toward nplememtation to the relevant Federal/Provincial 
Ministers Conference. 

Finally, in view of the fact that:economic policy reform should stress structural 
reform in the economy and therefore deai with causal factors underlying inflation 
and unemployment, there will be little, if any, need for a post-control monitoring 
agency. Where serious problems arise in the post-control period, it is expected that 
they can be handled by the mechanisms suggested for policy implementation. 

British Columbia proposes that the following mechanisms (see chart p. 44) 
be established: 


Council of First Ministers 
® It is proposed that, in order to give formal recognition to the importance of 
a cO-operative approach to economic policy in Canada, First Ministers sit 
semi-annually as a Council of First Ministers. This Council would meet 
specifically to discuss and deal with matters pertinent to implementation of 
reformed economic policies in Canada. 


Federal/Provincial Ministerial Conferences 
® Federal/Provincial Ministerial conferences would set up joint working groups, 
as required, in order to develop necessary policy proposals and/or other 
studies. 


Federal/ Provincial Policy Implementation Secretariat 
® Each First Minister should designate one senior official as the economic policy 
co-ordinator for his respective government. This group of officials would be 
collectively responsible for the scheduling, co-ordination and planning of work 


toward policy implementation. 
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MECHANISMS FOR POLICY IMPLEMENTATION 


Council of First 
Ministers 


Policy Implementation 
Secretariat 


Federal/Provincial Federal/Provincial Other 
Ministerial Ministerial se @ ee Ff e deral /Provincial 
Conference Conference 
(e.g. Finance) (e.g. Labour) 


Conferences 


Federal/Provincial 
Joint Working Group 


Federal/Provincial 
Joint Working Group 


(e.g. Manpower 
Policies) 


(e.g. Expenditure 
Restraint) 


Printed by K. M. MacDonacp, Printer to the Queen’s Most Excellent Majesty 
in right of the Province of British Columbia. 
1978 
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THE NEED FOR AN INDUSTRIAL STRATEGY 


At this stage in the process of developing an 
Industrial Strategy, it is possible only to outline the overall 
directions for specific policy areas and to suggest goals 
that will best achieve the objectives of an overall Economic 
Strategy. An integrated framework to coordinate specific 
policy goals is essential if more coherent policies are to be 
developed and the economic costs of achieving specific 
goals areto be minimized. In the past, governments in this 
country (and most others) have responded to specific problems 
Or perceived problems on a crisis basis and in an ad hoc manner. 
This pattern of reacting to problems has tended to result in 
grafting a new program, or imposing a new intervention onto the 
already complex, cumbersome structure of programs and 


regulations, as each "new" problem arises. 


Often the "new" problems are simply recurring mani- 
festations of "old" underlying problems concealed by a "patchwork 


quilt" of "short-term" remedies. Unfortunately, these "short- 


term" policies are never reviewed to determine their effectiveness. 


As a result they have become embedded in the structure of the 
economy. On the rare occasion that these "short-term" solutions 
are reviewed, they are seldom discarded or revised. No matter 
how inefficient or costly, some group benefits from the program 
Gr intervention. in fact the benefiting ‘group frequently has 
grown as a result of distortions of investment incentives, 

and would be subject to dislocation as a consequence of reform. 
These vested interests (which include the bureaucratic delivery 
systems and regulatory agencies) can mobilize political and 
administrative resources to lobby for retention of the programs. 
Moreover, they can appeal to the public interest on the basis 
of "need" because the underlying problems that motivated the 


original interventions persist. 


The current problems of the world economy and the 


particular problems of the regional economies within Canada 


indicate the dangers of the lack of an Industrial Strategy to 
guide and to restrain intervention by governments. Many of the 
problems that plague our economy are not new, but the cost 

of failing to resolve these problems has become more apparent. 
During recent periods of rapid expansion of international trade, 
economic growth in the world economy, and strong demand for the 
resource products that form the bulk of our exports, Canadians. 
became complacent. However, with the lagging recovery in the 
world economy, there have been demands for more government 
intervention and protection to sustain income and employment 


expectations in noncompetitive activities. 


Productivity growth and enhancement must be sought in 
all sectors within each of the regional economies. Only in 
this way can the regional economies become and continue to be 
cost-competitive in the world economy. Commitment to this 
basic theme in policy formation is essential to sustaining long-. 


term growth in real incomes and employment. 


Unless policy directions which identify the most 
effective means of achieving overall economic objectives are 
established, there is a serious risk that governments will 
respond with further interventions. These may ameliorate the 
symptoms of our economic malaise, but act to impede further the 
longer-term development of the regional economies of Canada. 
Once basic policy directions to guide and to restrain inter- 
vention and regulation by governments have been developed, it 
will be possible to investigate the sectoral implications of 


implementing basic policy changes. 


LL "POLICY DEREC TIONS 


Tie Commercial Policy 


The long-term policy direction for commercial policy 
should be full and orderly integration into the world economy. 
Canada's resource industries compete in international markets 
and have attained high levels of productivity. In part, this 
reflects our resource potential, but more important is our 
ability to apply capital, technology, and skills to the 
management and development of this resource potential. Much 
of our manufacturing and most of our exports are dependent on 


resources. 


The performance of secondary industries in the manu- 
facturing sector is less satisfactory. In some cases, such as 
labour intensive, basic technology industries, Canadian 
commercial policy has maintained and protected industries which 
are increasingly noncompetitive. This has hindered necessary 
product specialization and/or productivity enhancement in these 
industries and distorted investment incentives and employment 
patterns. In an analysis of patterns of trade between Canada 
and less developed countries and the structural adjustment of 


Canadian industries, Langdon (1977) concludes that adjustment 


policies have been ineffectual or perverse, channeling invest- 
ment and manpower into increasingly noncompetitive sectors. 
Increased "temporary" trade restrictions have been imposed upon 
imports in basic technology industries such as textiles from 


less developed countries, further delaying necessary adjustment. 


In many secondary industries where Canada would not be 
expected to be at a competitive disadvantage relative to other 
industrialized countries, Canada is handicapped by higher unit 
costs. Much of this productivity gap is a direct consequence 
of the small size of the protected Canadian market. In some 
cases, the large scale of production necessary to realize full 
productivity results in only a few plants to serve the Canadian 


market. Duplicating the full range of product lines from 
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international competitors, and the greater difficulty in match- 
ing overall industry capacity with demand, results in shorter 
production runs, higher levels of excess capacity, and higher 
unit costs. Another factor contributing to lower productivity 
in the protected Canadian market is the slower pace of techno- 
logical adaptation relative to the United States and Europe 
(Daly and Globerman (1976)). 


In an extensive study of the effects of tariff levels 
and the number of firms in the industry upon comparative unit 
costs and unit profits in manufacturing industries in Canada and 
the United States, Bloch (1974) found that industries with 
higher tariff levels have higher unit costs than comparable U.S. 
industries. Bloch also found that Canadian industries with 
higher tariffs and fewer producing firms had both higher unit 
costs and higher unit profits. Industries with high tariffs 
and few firms had prices 7 to 12 percent higher than in 
equivalent U.S. industries. Bloch argues that either competition 
policy or lowering tariffs would lower the prices of manufacturing 
products, but that competition policy would primarily reduce 
unit profits while lower tariffs would lead to reduced unit 


costs. 


Trade liberalization would lead to reductions in unit > 
costs because of removal of tariffs on inputs and through real- 
ization of the efficiencies of large scale production, longer 
production runs, and product specialization. The potential for 
substantial productivity improvements in Canadian manufacturing 
industries from these sources has been identified in several 
studies. (See Daly, Keys, and Spence (1968), Bloch (1974), Daly 
and Globerman (1976) and Gorecki (1977)). Studies of trade 
liberalization in Europe, Central America, and Australia/New 
Zealand indicate that trade expansion and product specialization 
resulted in minimal adjustment problems (see Grubel and Lloyd 
(1975) Chapter 9). 


In terms of the regional impact of lowering Canadian 
tariffs, the resource based regional economies of the Maritimes, 
Northern Ontario, Northern Quebec, and the West would benefit 


immediately from lower consumer and input prices. After the 


initial period of adjustment, the manufacturing industries of 
Southern Quebec and Ontario would achieve substantial 
productivity improvement and benefit significantly from gaining 
access to foreign markets (Wonnacott (1975) pages 166-172). 
Access to foreign markets would also provide opportunities for 
further processing of resources in the resource based regions. 
Wonnacott estimates that full trade liberalization would raise 
real income between 5 to 10 percent with the greatest long-term 
productivity and income gains (higher than 10 percent) accruing 
to the industrialized region of Southern Ontario and Quebec 
(Wonnacott (1975) page 172). 


In a comprehensive study of the economic implications 
of alternative trade strategies for Canada, the Economic Council 
has concluded that Canada cannot hope to achieve desired growth 
in high technology industries if it is isolated from the major 
industrialized market areas of Japan, the United States, and 
Europe. The Canadian common market has been a basic element 
of Canadian Confederation; however, its basic direction should 
turn outwards to gain access to large markets for our 


manufactured products. 


Integration into the world economy with access to 
larger markets will provide opportunities for product special- 
ization, higher levels of capacity utilization, and lower unit 
costs which are essential to Canada's sustaining a cost- 
competitive manufacturing sector. Freer trade will ensure 


consistent productivity growth in all sectors of the economy. 


Implementation 

Canada should pursue policies conducive to freer 
trade both internationally and domestically to provide 
opportunities for productivity enhancement through access 


to larger markets. 


(i) International 


Keep to an absolute minimum any exceptions to tariff 
cuts which may emerge from the GATT negotiations 

now underway in Geneva, Switzerland. For example, 
Canada should support the U.S. position of no net 


exceptions. 


By demanding few, if any, exceptions, Canada would 

be in a strong position to negotiate for maximum 
removal of tariff and non-tariff barriers to Canadian 
firms selling in foreign markets. As tariffs are 
reduced, non-tariff measures take on more 


Significance. 


Canada should not depend solely on the Geneva 
negotiations as the only vehicle for integrating 
Canadian industrial sectors into the international 
economy. Bilateral discussions with various 
countries should prcceed vigorously to ensure that 
the modest pace of trade liberalization expected from 
the GATT discussions does not lock Canada into 
Maintaining its problem-ridden industrial structure 
for many years to come. Specifically, Canada could 
negotiate with the United States for removal of 
tariffs below 5 percent as permitted under the 
United States Trade Act of 1974. A large proportion 
of Canadian exports to the United States are subject 


to tariffs in this range. 


Canada should embark upon a process of converting 


its complex array of invisible industrial support 


policies into a form of budgeted cash support in order 
that taxpayers can assess the merits of these programs 


in relation to their costs. Industrial welfare 
policies, like welfare payments to persons, should 
require governments to account for the programs by 
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putting tax increases before the public. 


(ii) Canadian Common Market 


Protective policies are not the sole preserve of 
national governments. Provincial governments too use various 
techniques to protect local producers, thereby balkanizing what 
should be an efficiently functioning and freely competitive 
market across Canada. Among the barriers to interprovincial 
trade are preferential purchasing policies, labour regulations 
and practices restricting the free movement of skilled workers 
among regions, liquor board practices, and marketing boards 


for agri calturalsproducts, 


There are a large number of marketing boards 
possessing different powers and having different functions. 
Those marketing boards, which practice supply management through 
quotas on production and restrictions on extraprovincial and 
foreign imports, increase food prices and reduce the efficiency 
of the agricultural sector. (Food Prices Review Board (1976) ) 
The capability of marketing boards to practice 
supply management should be reduced, to be replaced with more 
visible support in the form of subsidies. Marketing board and 
other regulations which impede the development of the most 
efficient pattern of production and the free flow of trade 


within Canada should be a priority for reform. 


B. Regulatory Policy 


(a) Policy Issues 

Regulatory practices and tribunals have a substantial 
and far-reaching influence upon economic activity in Canada. 
Sectors such as transportation, telecommunications, and the 
utilities are subject to public ownership and/or regulation. 
Services such as real estate and securities brokerage are 
subject to regulation by government tribunals, while the 
professions are largely self-regulated. Other regulatory 
functions such as determining health, safety, and environmental 
standards influence all sectors of the economy. Recent 
government incursions into the marketplace in the form of wage, 
profit, and rent controls have created sweeping regulatory 


powers. 


These latter regulatory functions are a response to 
short-term problems. Once the initial impetus has abated, these 
areas should be deregulated. Most regulatory functions flow 
from perceptions of market imperfections of a more lasting type, 
but these perceptions can become obsolete. 


In most cases, present regulatory policies and 
practices have developed historically from, and are conditioned 
by, particular past industry or user problems and needs. For 
example, regulatory practices in transportation that may have 
been necessary to protect consumers from abuse of monopoly 
market-power when transportation alternatives were limited 
can now inhibit effective competition, increasing the cost to 
consumers. There has been gradual progress towards deregulation 
of some elements of transportation since the Macpherson Royal 
Commission in 1961. However, this policy could be applied more 
consistently in the transportation sector and extended to other 
sectors such as telecommunications where changes in technology 
increase the scope for competition in some service/product 
lines. (Baumol et al (1970)) : ; 
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In the case of transportation, changing economic and 
technological factors and ongoing infrastructure development 
have increased the potential for decentralized market forces 
thereby reducing the need for detailed regulation. In general, 
regulatory policies and procedures should be subject to regular 
review /(i-e... every ten years). This would ensure that regulatory 
practices are rationalized in light of changing economic and 
technological factors and are consistent with evolving socio- 


economic goals. 


In a thorough study of railway freight rates since 
the inception of the National Transportation Act in 1967, 
Heaver and Nelson find that dynamic competition between different 
transport modes has been effective in bringing railway freight 
rates in line with costs (excluding statutory rates such as the 
Crows Nest rate on grain shipments), while providing railways 
with both the incentive and the returns necessary for new 
investment and technical innovation. (Heaver and Nelson (1977), 
pages 323-328) They conclude that commercial freedom has 


proved workable in promoting efficient transport, competitive 


‘pricing and lessened rate discrimination. 


To generalize from this example, the scope of 
regulation needs to be reduced or eliminated when there is 


potential for dynamic competition between products or services. 


Financial and brokerage services are examples of areas where 
regulation is necessary to assure users of the security and 
integrity of the service. However, regulation should not 
impede price competition in the provision of the service. 

In some sectors such as the utilities, regulation is 
inevitable. There has been a near crisis in regulation of the 
utilities because of the major adjustments in regulated tariffs 
precipitated by high inflation, high interest rates, and 
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increasing real energy prices. At the same time (not 
surprisingly), there has been increased consumer resistance to 
regulated price increases. In an analysis of regulatory 
agencies and their performance, Stanbury argues that consumer 
interests have been neglected by regulators and that a more 
clearly defined role for consumer advocacy and input into the 


regulatory process needs to be developed. (Stanbury (1976)) 


In providing a role for consumer input, it is 
important to develop more explicit economic criteria for : 
regulation to avoid increasingly lengthy, costly, and 
restrictive regulatory processes. A method of rationalizing 
tariff rate setting criteria to ensure an adequate return on 
invested capital after accounting for inflation has been proposed 
by Helliwell and Lester. This method would reduce discrimination 
against some groups of users/consumers and removes some of the 
incentives for utilities to overinvest in new facilities. The 
issue of the incentive effects of alternative regulations has 
been the subject of recent research in the United States (see 
Panzar and Willig (1977)). Economic criteria defining the ye 
appropriate degree of cross-subsidization and applying marginal 
cost pricing practices (where feasible), need to be implemented 


to improve the overall efficiency of regulated industries. 


Other areas of regulation range from health and safety 
standards to environmental controls to weights and measures. 
These regulations need to be systematically reviewed on an 
ongoing basis to ensure that the most effective mechanism to epee 


achieve the objectives is being utilized. 


(b) Implementation 


A general framework to guide the review of regulatory 


practices with deregulation, where feasible, is outlined below. 
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Maximum Deregulation - Where consumers/users have access 
to alternatives or substitutes, competition should be 


fostered and the product line or service area deregulated. 
Removing regulatory restraints on competition, combined 
with improved competition policy, could significantly 
increase the scope for deregulation. 


Residual Regulatory Role - Regulation should be confined to 
sub-markets where there is obvious and inevitable monopoly 


power because of technical factors. Apart from the 
inevitable monopoly market-power in utilities and some 

other sectors, there are types of market failure such as 
pollution which will necessarily require some form of public 
intervention or regulation. 


Policy Design vs. Administrative Fiat - Direct 

government regulation or regulation by quasi-judicial 
tribunals has been a standard response to many complex 
problems in recent years. Administrative fiats enabled by 
statutory regulations or flowing from cumbersome case-by- 
case tribunal proceedings do not always provide the most 
satisfactory means to achieve social and economic goals. 
Instead, a more flexible policy design that altered private 
incentives towards desired objectives might be more 
efficient in some cases. For example, some environment 
objectives could be better achieved with a system of taxes 


and incentives than through direct case-by-case regulation. 


Reduce Cross-subsidization - Hidden subsidies in the form 
of required services or production which is uneconomic 
should be reduced. At a minimum, a service or product 
should recover its incremental costs or be subject to a 
direct visible subsidy to make up the difference. This 
will reduce the need to charge rates in excess of long-run 


average costs to some users. 


LZ 


5. Consistency for Publicly-owned Enterprises - Canada has 


a tradition of public ownership in utilities and 
transportation which reduces some of the regulatory 
problems and offers benefits in the form of control over 
research and development, domestic retention of excess 
profits, and potentially lower cost access to capital. 
However, there should be consistency in policies for 
publicly-owned enterprises relative to regulated private 


enterprises, particularly in the following areas: 


- encourage competition where feasible to ensure 


efficiency; 


- coverage of incremental costs for each service (product) 


to eliminate hidden subsidies; 


- pricing of resources and products at their opportunity 
Cost, 
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Cc. Policy Balance Among Sectors 


Almost all government policies have differing impli- 
cations across sectors. However, some measures such as tax 
incentives or subsidies are designed to alter investment 
decisions. It must be recognized that using taxation or other 
policies to channel investment and manpower into a specific 


activity or industry reduces longer term economic performance. 


a) Taxation 


It is evident that tax concessions for specific 
industries in the form of accelerated depreciation or lower 
corporate tax rates changes investment incentives and changes 
the sectoral pattern of investment. Some industries obtain more 
capital, others less, than market forces would dictate. 

Economists have found that tax incentives in the form 
of accelerated depreciation allowances or investment tax credits 
affect the relative cost to the firm of sources of financial 
capital, of capital investment in plant and equipment, manpower, 
and other factors. As a consequence, the firms' decisions 
about the type of technology and relative input requirements 
‘have been affected. This has led at least one economist to argue 
that features of the Canadian tax system result in higher levels 
of unemployment because the tendency to excess capacity of 
Canada's protected manufacturing industries reduces the output, 
expanding effects of the tax incentives (Kierans (1971)). As 
a consequence, Kierans argued that the substitution effect 
to. reduce labour utilization dominates, leading to lower levels 
of employment. Since 1971, tax incentives for manufacturing 
industries in the form of accelerated depreciation and a lower 


corporate tax rate have been implemented. — 


In a study of unit costs, the Conference Board found 
that capital per unit of output (as well as labour) was higher 
in Canada than in comparable industries in the United States 
(Conference Board (1977)). In part, this reflects the higher 
unit costs to be expected in protected industries with few 
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firms, as discussed previously, but tax policies could be 
contributing to the problem. 


The cost of tax concessions, or "tax expenditures," 
is not visible as a separate budgetary item and is not subject 
to annual approval by Parliament. At the time that a tax 
concessions is introduced, budgetary estimates of the cost are 
sometimes published for that year. However, no ongoing effort 
to keep track of the cost of "tax expenditures" is made. 
Implementation of "tax expenditure" analysis, similar to that 
recently introduced by the United States Treasury, would be an 
important first step in improving accountability for tax 


policies. 


The use of tax concessions to bias incentives for 
investment between industries or between inputs has several 
shortcomings. It is a form of hidden intervention to subsidize 


particular activities, the net cost of which is very difficult to 


determine. In distorting market investment incentives, there 
is a substantial risk that investment will be diverted into. 
inefficient uses. It may be an ineffective instrument to 

~ achieve specific policy goals which is chosen because it is 
invisible and more politically acceptable than explicit 
subsidies. It would be better to lower tax rates across all 
sectors than to continue adding gimmicks and tax incentives to 
the already complex tax structure. Some of the issues in tax 
harmonization and guidelines for implementation are outlined 


in Part Two. 


(ob) Industrial woticy 


The focus of industry policy should be to foster 
productivity improvement and to improve the effectivness of 
market mechanisms. Governments should complement private 
sector initiatives and confine intervention and support to 


activities that provide diffuse benefits to many firms and 
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cannot be organized through a market mechanism. This would 
include activities like export promotion, research and 
development, and dissemination of information on production 


or management techniques. 


Industrial policies have often involved subsidies for 
specific industries or activities. The intent of these policies 
varies from protectionist desires to strategic or prestige 
considerations. One rationale for subsidizing specific industries 
is to offset protectionist policies by trading partners. Unless 
there is some reason to believe that this protectionist policy 
in export markets will be changed or could be changed through 
negotiations, it should be recognized that maintaining the 
subsidy will have a continuing cost. In assessing alternative 
opportunities, the ability (and desirability) of a smail 


country such as Canada to offset persistent distortions in the 
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world economy is very limited. 


Similarly, the economic costs of maintaining or 
augmenting certain industries for strategic or prestige 
.reasons needs to be carefully analyzed and considered. 
Industries such as aerospace tend to be subject to extensive 
intervention. Perhaps these industries represent a high risk 
investment which private industry is unwilling to undertake 
but are a worthwhile gamble when the risks are spread over 
all Canadians. Perhaps the extent and sianificance of 
government procurement in these industries enables the 
Canadian government to negotiate net benefits for Canada. 
However, this sort of direct intervention should be the 
exception, not the norm, and the costs and benefits carefully 


assessed. 
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D. Regional Policy 


The spectrum of programs and policies that is intended 
to achieve regional policy goals could become substantially 
more effective; and the trade-offs with primary objectives such 
as real income growth for Canada as a whole could be reduced; 
if they were integrated into a coherent federal-provincial 


industrial strategy. 


Lacking such a strategy, regional industrial incentive 
programs have supported the expansion of protected famifacturvad 
industries in areas of relatively high unemployment. These 
basic technology, labour-intensive industries are increasingly 
noncompetitive relative to those of rapidly industrializing, 


less developed countries with much lower wages. 


Despite Gee levels of protection for these | 
industries, the growing cost-competitive gap implies greater 
vulnerability of these industries and the regions dependent upon 
them. The recent imposition of quotas and trade restrictions 
in clothing, textile, and footwear industries reflected a near 
crisis in the industries arising from the influx of imports from 
less developed countries. At the same time, DREE incentives 
have been continuing to encourage investment and to draw 
manpower into these industries in regions of the country with. 
high unemployment levels. (Langdon (1977) page 39) In these 
areas, regional incentives have increased the extent of 
potential dislocation and the magnitude of economic and social > 


costs of adjustment. 


This maladjustment, induced by the regional industrial 
incentives, reflects their interaction with the tariff and non- 
tariff protection for these industries, not the fact that these 
industries are labour intensive. In fact, the R.D.I.A. incentives 
(and the preceding incentives under the Area Development Act) 
have subsidized capital relative to other production factors. 


Subsidization has distorted investment incentives (as distinct from 
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location decisions which the program was intended to alter), 
resulting in substitution of capital for labour within 

industries and promotion of heavy industries inappropriate to most 
areas of high unemployment. (Woodward (1975)) 


Some of the industries that have been induced to 
relocate by these incentives, such as oil refineries and heavy 
water plants, are economically marginal producers in their 
industries despite the large capital grants that they received. 
In addition, they often failed to provide suitable employment 
opportunities for the labour force. of the region as they 
required skilled personnel which had to be recruited from 
outside the region. As a consequence, the population of the 
region was increased (or the decrease reduced), the average 
income increased, and the overall unemployment reduced, but the 
social and economic adjustment costs for the socio-economic 
group experiencing high unemployment were not directly reduced. 
This may reflect a coalition of the local merchant and real 
property interests, who benefit directly from expansion in total 
income in the region, and politicians who wish to sustain the 


size of their constituencies. (Scott (1965)) 


Recently there has been a increased emphasis upon 
infrastructure support by DREE to foster regional development. 
Provincial, regional, or local governments may be subject to 
financing constraints which perpetuates the relative decline of 
Slow growth regions or impedes the development of sparsely 
populated areas. If the infrastructure investment is not 
likely to be utilized sufficiently, then subsidizing infra- 
structure will be a costly and ineffective means to achieve 
regional goals. Federal support for infrastructure development 


could be linked with other measures to equalize fiscal capacity. 


Implementation 


In Appendix I, some of the technical aspects of 


selecting the most cost-effective means of correcting for 
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rigidities in labour markets (i.e. minimum wages and/or labour 
immobility) are investigated. Presumably regional policies (and 
other policies such as trade restrictions) are intended to expand 
employment amongst certain groups, but the present policies are 
costly and ineffective means to achieve this goal. In some 

areas of high unemployment, an employment subsidy to all firms 

in the area could be the most effective and least costly means 

of reducing unemployment. (See Appendix I) If unemployment is 
the result of the rapid decline of a specific industry, an 
integrated program of adjustment assistance and industry 


specific employment subsidies may be required. 


To the extent that regional policies (and tariff 
policies) are intended to redistribute income, this objective 
could be met more effectively by augmenting earned income for 
low income Canadians. An earned income supplement could be 
delivered through the tax system. Such a system would provide 
incentives for both wage employment or self-employment for all 
low income Canadians in both service and goods producing 
industries. To have a visible effect on incentives to accept 
and to hold employment at wage levels close to the minimum 
wage, the earned income tax credit could be paid through the 
payroll deduction system now used to collect income tax and 
social security contributions. More selectivity in regional 
policies is needed to support employment amongst target groups. 
Such support should not impede longer term adjustment and 
development of regional economies on the basis of comparative 


advantage. 


E. Adjustment and Support Policies 


(a) Adjustment Assistance 


Removal of trade restrictions and support policies for 
specific industries will expand output and employment as well 
as enhance productivity. However, this will occur on an uneven 
basis. Some industries will decline, and this may result in 


unemployment or reduced participation in the work force by 
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workers unable to obtain alternative employment in their com- 
munity because of the lack of skills and limited job opportunities. 
Mobility may not be an option for some who become unemployed 
because of a combination of factors, including age, family. and 
community ties, language, and occupational barriers. 

Adjustment assistance policies are required to ease the social 
and economic burden placed upon these workers during the 
transition to a more efficient pattern of production. The 
emphasis of adjustment assistance policies should be to 
facilitate re-employment of workers who have alternative 
opportunities while offering support to those who lack such 


opportunities. 


The purpose of adjustment assistance is to minimize 
short-run social and economic adjustment costs and to facilitate 
longer-term industrial adaptation and productivity growth. 

As such, adjustment assistance is an investment for the future 
tovalleviate the “cumulative costs of past interventions and to 
respond to changes in commercial policy, technology, and 
dramatic shifts in the world economy. If implemented properly, 
adjustment assistance will reduce intervention in the economy. 
In the longer term, it is not competing for scarce resources 
with the private sector. To the extent that workers and/or 
firms eligible for adjustment assistance would be unemployed or 
underutilized, the real resource costs of adjustment assistance 


would be correspondingly reduced. 


Firms will also need to adjust as increased competi- 
tion reduces production of some products and creates new oppor- 
tunities for production of others. However, direct assistance 
will not normally be required to enable firms to take advantage 
of viable new opportunities. Market forces will direct capital 
to alternative uses, and governments, if they intervene at all, 
should concentrate on making the adjustment process more orderly 
through a gradual rather than a single step reduction ina 


protective tariff or cash support system. 
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There is evidence that the structure of the Canadian 
financial system distorts both the mix of assets between | 
consumer and business loans and the flow of funds for business 
loans between regions. A more competitive financial system 
could be encouraged through revisions in the Bank Act. By 
increasing the competition between the chartered banks and near 
banks, businesses should gain more access to funds generated . 
through private savings. In addition, regions would benefit 


from a more efficient provision of banking services. 


In implementing adjustment assistance programs, it is 
necessary to decide whether product specialization and/or . 
productivity enhancement within an industry will provide a 
significant opportunity for adjustment, or whether mobility 
assistance should be the primary vehicle. Joint federal- 
provincial sector strategies have to be developed that will 
select the appropriate emphasis for adjustment assistance. 
Alternatively, provinces could be allocated funds for adjustment 
assistance on the basis of "need" and have primary responsibility 


for implementation. 


While there may be an ongoing need for adjustment 
assistance, specific assistance measures or programs should have 
a clearly defined time frame. If ongoing support or protection 
for specific industries, regions, or target groups is considered 
desirable to achieve social, economic, or redistributional 
goals, then this support should be in the form of selective 
subsidies (outlined below). Ongoing support should be 


distinguished from adjustment assistance. 


(b) Selective Subsidies 


Subsidies have distinct advantages relative to other 
hidden forms of intervention such as tariffs and marketing 
boards. A cash subsidy is visible and must be voted by the 


legislature. This accountabilicy =2s important and gives some 
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assurance that the costs to the economy will not spiral. The 
explicit cash subsidy will be restrained both by its visibility 
and overall budget constraints. The cost of tax concessions 
for specific groups or specific activities should be 

calculated as "tax expenditures" in order that they can be 


compared to subsidies. 


Another advantage of subsidies relative to hidden 
intervention is that the losses to the economy are confined to 
the misallocation of production and dq not impose a direct 
burden upon consumers. Since the former is the objective of 


most interventions, the subsidy is more efficient. 


A third advantage of subsidies is that they can be 
more selective than other interventions. Instead of imposing 
a tariff to protect an industry which employs a relatively 
immobile labour force in areas of high unemployment, a subsidy 


to reduce the costs of employing certain types of workers 
(i.e. older workers with more than five years employment in the 


industry) could achieve the desired objective at much lower total 


.costs. If selective subsidies were implemented in conjunction 


with a program of adjustment assistance, as outlined above, then 
workers in areas of lower unemployment or more mobile workers 
would not have their employment patterns and expectations 


distorted by broad interventions. 


Certain policies are intended to maintain ongoing 
intervention either to offset other distortions in the economy 
or to achieve specific social, economic, and redistribution 
goals. Eliminating hidden interventions and implementing a 
program of adjustment assistance and selective subsidies will 
reduce the costs and improve the effectiveness of such 


policies. 
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Technical Appendix 
Appropriate Policy Intervention in Canadian Factor Markets 


For purposes of policy analysis, it is necessary to 
develop a framework for assessing the costs and benefits of 
interventions to identify the most cost-effective mechanisms and 
to develop guidelines for implementation. In this context, it 
is important to identify the most efficient means of correcting 
for domestic economic distortions or market failure and of 
achieving non-economic objectives which are consistent with the 
longer term adjustment and development of the economy. This 
appendix outlines some of the implications of recent analysis of 
policy alternatives for a small open economy (one that cannot 


influence its terms of trade). 


a)” Policy Analysis 


A subsidy is superior to a tariff to correct for 
domestic economic distortions or to achieve non-economic 
objectives because the same desired reallocation of production 
can be realized with a subsidy without imposing the burden on 
‘consumers that results from tariffs. The efficiency losses with 
a subsidy are confined to the misallocation of producer resources. 
Consequently, the "correct" subsidy is more efficient than 
tariff measures or trade restrictions. This is a basic result 
in the analysis of international trade policy which was 


originally formulated by Bhagwati and Ramaswami (1963). 


Further development of this line of analysis concludes 
that if factor market rigidities give rise to domestic distor- 
tions then a factor-specific subsidy will be superior to other 
means of protection or intervention. (See Johnson (1965), and 
Lefeber (1971)). The example that is considered in these 
studies is that unions, minimum wages, or some other 
institutional factor cause wage rigidities that distort the 


allocation of labour between sectors. This can be corrected by 
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an appropriate wage or employment subsidy which will move the 
economy towards full employment. Archibald (1972) applies 
essentially the same type of analysis used in the trade policy 
context to regional policy and argues that an employment subsidy 
applied to all sectors in the less dynamic regions will be the 
most effective means to correct for wage rigidities and/or 
labour immobility. Essentially, this analysis is based on the 
presumption that the absence of regional wage differentials or 
inadequate regional wage differentials causes unemployment in 


the slower growth or declining regions. 


It may be administratively impossible to subsidize 
the labour input in the rural primary sector, if it is not 
organized on a wage employment basis, in which case a production 
subsidy may be used to achieve a similar result. In the absence 
of other influences, such as risk, there is a potential loss 
of efficiency with this indirect approach. In the. presence of 
uncertainty, measures such as subsidization of price stabili- 
zation or crop insurance may provide the best means of 


subsidizing labour retention in the primary sector. 


A shortcoming of the above analysis is that it fails | 
to consider the dynamic trade-off between the optimal static 
subsidy to eliminate unemployment and longer-term sectoral and/ 
or regional adjustment. This problem is analyzed by Lapan (1976) 
in the context of wage rigidity similar to that analyzed by 
Archibald. He concludes that for short planning time horizons 
and/or high discount rates the static subsidy is optimal and 
unemployment is eliminated. As the planning horizon lengthens 
with a low discount rate, higher levels of unemployment are — 
associated with the optimal adjustment path to ensure the 
sectoral transfer of labour. The optimal dynamic subsidy is 
less than the static subsidy and decreases steadily (monoton- 
ically) through time, but a residual subsidy remains even with 


a long planning horizon. 


-i 
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If the regional/sectoral adjustment problem is 
concentrated amongst a specific population because of some com- 
bination of age, sex, educational, occupationa, linguistic, 
locational, and/or cuitural factors, then the employment subsidy 
policy is reinforced. In the case of small communities 
dependent upon declining primary activities, there may be a 
combination of locational, infrastructure, and occupational 
barriers to establishment of new industries. Even if new 
industries were established, there might be a range of occupational, 
age, education, and cultural barriers to re-employment as 
industrial wage labour of a labour force previously engaged in 
independent primary activities. The lack of regional mobility 
of such a labour force may reflect occupational barriers as well 
as community and family ties or institutional factors. In the 
case of re-employment of workers in declining industries such 
as textiles, the labour force may be suitable for re-employment 
in some other industrial activities but not be suitable for 
re-employment in service activities. In the context of this 
more disaggregated analysis of the interplay of locational 
factors with the socio-economic characteristics of the labour 
force, it becomes apparent that the rigidity in labour markets 
postulated in the above policy analysis may result from the 
lack of malleability of human capital as well as, or in 


combination with, institutional factors. 


b) Policy Implications 


This analysis of the policy implications of factor 


market distortions suggests the following conclusions: 


1) A factor specific subsidy is superior to tariffs, trade 
restrictions, marketing boards, etc., to correct for 


factor market distortions. 


2) In the case of labour market rigidities, a selective 
employment or wage subsidy which is sector or region 
specific will be required, depending on the source of the 


unemployment. 


3) 


4) 


5) 


In designing a selective subsidy, it is important to 
recognize the trade-off between the social and economic 
costs of unemployment and longer term adjustment in the 
economy. It may take a lot of inefficiencies in labour 
allocation between industries to add up to the loss of 
output resulting from unnecessary unemployment, but 
subsidies should at least avoid reversing the inter- 


sectoral transfer of resources. 


In designing employment subsidies, administrative costs 


as well as incentive effects must be considered. This 
point reinforces the need for diagnosis asa guide to 
policy. If occupational immobility of the labour force 
in a declining industry is the problem, then an employ- 
Ment or wage subsidy paid to firms to subsidize the 
employment of older workers who had been employed in the 
industry for some time would be the best policy. 
Similarly, an employment subsidy could be paid to firms 
in a designated region of high unemployment. Alternatively, 
a subsidy on earned income could be delivered through the 
tax system which would permit some sensitivity to age 


and other socio-economic characteristics. 


The above analysis has focused upon labour market 
rigidities, but there may be distortions in other factor 
markets such as differences in access to, and cost of, 
sources of capital by region, sector, and size of firm. 
However, there are a wide range of programs in place 
which provide loan guarantees, small business assistance, 
regional industrial incentives, etc. There may be scope 
for improving the effectiveness of these programs or 
increased competition among financial institutions, but 
there is a clear recognition of the need for selective 
policies to compensate for distortions in capital markets. 
The presence of capital market imperfections, in 
conjunction with labour market rigidities, does not change 
the conclusion that employment specific subsidies are the 


most effective policy. 
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TAX HARMONIZATION 
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1% 


Introduction 


The dictionary defines "harmonization" as the 


"agreeable effect of an apt arrangement of the 


parts". In the context of Canada's tax system, 


with several levels of government with fiscal 


authority and responsibility, tax "harmonization" 


refers to a structure of taxes in Canada which is 


‘agreeable’ or ‘encouraging’ to industrial growth 


and development. 


Tax harmonization ideals or objectives can be 


suggested correspondingly: 


a) 


b) 


Commonality of the tax base definitions - 

Common tax bases provide a means whereby the 
collection of particular taxes can be 
administered by a single level of government, 
removing the duplications in collection efforts. 
Without common bases, it is also extremely 
difficult to determine the actual or "effective" 
inequities in tax treatment between industrial 
sectors and between regions. Where differential 
tax treatments can be ascertained, fiscal 
policies will become more visible, and govern- 
ments will become more accountable for their 


measures. 


greater neutrality in taxation between sectors 
and regions - On grounds of "fairness" alone, a 
tax policy whereby no sector is singled out for 
either preferential or discriminatory tax 


treatment may be advocated. On economic grounds 


c) 


d) 


it may be held that, to do otherwise, "distorts" 
the location of investment and labour away from 
its most efficient allocation and hence reduces 


the productivity of Canada's resources. 


federal-provincial agreement with regard to 
resource levies - As a result of overlapping tax 


jurisdictions, disagreements over the deductibility 
of provincial levies for the use of their resources 
can lead to ‘excessive' taxation in the resource 
industries or uncertainty damaging to investment 


in those sectors. 


Agreements on corporate taxable income in the 
resource industries needs to be reached in a way 


that separates out: 


i) ‘fair payment' to the provinces for the 
use of their natural resources, from 
ii) taxation on the return to capital (i.e. 


Corporation Income Tax). 


The difference between the market price ‘ot the 


resource, and the economic cost of extracting 


or utilizing that resource represents its "value" 
to the user, and therefore the "price" which 


that user will pay to utilize the resource. It is 
this "price" which represents "fair payment" to the 


province for the use of its resources. 


close consultation and co-operation - Given the 
interdependence between the fiscal activities of the 


provinces and the federal government, there is a 
need to achieve close consultation and co-operation 
in tax matters. 


For example, federal revisions of revenue forecasts 
recently reduced British Columbia's tax returns by 
$122.2 millions. In order to meet the Province's 
original objective of a balanced budget for the 
1977 fiscal year, Provincial ministries needed to 
reduce spending in mid-year. Better consultations 
(or forecasts) would ease difficulties encountered 


in the planning of Provincial budgets. 


There is also a need to avoid the type of competition 
between governments that attempts to develop economic 
activities in some regions to the detriment of other 


regions. 


e) fewer tax changes - In the short run, given the current 
climate of investor uncertainty, major tax reforms 


and/or frequent tax changes are to be avoided. 


The objectives enumerated above however, are only suggested 


as ideal directions for policies, 


It 1S recognized that meeting such objectives will involve 
Significant co-operation and adjustments by all governments. 


The obstacles are numerous. 


First, meeting the objectives may involve significant expense 


to some sectors and some governments. 


Second, a certain amount of differentiation in tax treatment 
between sectors and regions will undoubtedly remain as a 
reflection of provincial sovereignty - i.e. as a reflection 
of the different beliefs or preferences of the provincial 


governments. It is clear that differences between the 11 


governments with regard to: 


di 


a) economic objectives, 
b) economic interpretations, and 


c) economic strategies, 


will restrict the scope for resolution of the harmonization 


objectives. 


Finally, the achievement of tax harmonization may be difficult 
because of conflicts inherent in the objectives themselves. 


For example, as Peter Pearse states, 


", . . fiscal arrangements must often be complicated 
in order to equitably and consistently cover a wide 
variety of circumstances .... It is also desirable 
that public charges be as simple as possible, not 
only in the interests of economy in public admin- 
istration but also to enhance public understanding 
of policy."1 


In short, attempts at simplifying tax measures through the 
adoption of common tax bases may be overruled by the need 


to tailor tax measures to meet particular economic objectives. 


Tax harmonization along the lines outlined above, therefore, 


cannot be viewed as a set of rigid norms which can be 


achieved with precision. Instead, calls for tax harmonization 
should seek federal-provincial agreement that the following 


directions for tax policies are desirable: 


a) greater neutrality or equity in tax treatment between 
SECLOLS; 

b) fewer tax changes; and 

c) greater visibility where programs are explicitly 


designed to achieve regional economic objectives. 


Peter H. Pearse, Timber Rights and Forest Policy in British 
Columbia, Vol. I, (Queen's Printer, Victoria, 1976), p. 158. 


Ii, Discussion 


Pe eee oe Mave, toi 7, che rates in effect forthe four major 
taxes in the provinces were as follows: 
I. Tax Rates in the Provinces 

Prov. Income Tobacco 

Tax (% of Sales Gasoline tax per 

Federal Tax) Cubauee Tax Cigarette 
Newfoundland aD 10% 27¢ ae 
Prince Edward 

Island SOG 8% 21¢ 0.8¢ 

Nova Scotia S275 8% 21¢ 0.6¢ 
New Brunswick 54°67 8% 20¢ 0.4¢ 
Quebec a ; 8% 19¢ 0.8¢ 
Ontario 44.0° 73 19¢ 0.96¢ 
Manitoba BeOS 5% 18¢ 0.8¢ 
Saskatchewan 58.5" 5% 19¢ 0.8¢ 
Alberta Jeu5) wed 10¢ O82 
British Columbia AGO" 7% 17¢ 0.48¢ 


a. 


Ds 


Quebec's rates under its own schedule range from 0% to 
28% of taxable income. 

Ontario, Manitoba and British Columbia levy no income 
tax on low-income taxpayers who are subject to no 
federal tax because of the tax cuts. Saskatchewan 
provides a flat tax cut of $120. Alberta provides 

tax cuts for taxpayers whose taxable incomes are under 
359.9 054 

Differential higher rate of 10% applied to alcoholic 
beverages in Ontario and Manitoba and in Prince Edward 
Island and to higher-priced meals in Quebec and Ontario. 


SOURCE: Canadian Tax Foundation, Provincial and Municipal 


Finances (Canadian Tax Foundation, Toronto, a9 Jive pans L 


As sbown, there are significant differentials in the 


tax rates for all four tax sources. 


In addition, there are significant differentials in the 


2% 

rates of ccrpcrate income tax levied by the provinces: 

II. Corperate Tax Rates of the Provinces 
Province General Rates? Legislation 
Newfoundland 143 The Income Tax Act R.S.N. (1970) 
Pia Et 10% The Income Tax Act R.S. PEI (1974) 
Nova Scotia 12% The Income Tax Act R.S.N.S. (1967) 
New Brunswick 10% The Income'.Tax Act) R. 5S. NB. eye9.7 3) 
Quebec 12% The Taxation, Act S.0. (1972) 
Ontario E25 > ae The. Corporations Tax Act S.O. (1972) 
Manitoba 15% The Income Tax Act (Manitoba) 
RS. Mspe(19770) 

Saskatchewan 12% The Income Tax Act R.S.S. (1965) 
Alberta 11% The Alberta Income Tax Act R.S.A. (1970) 
British Columbia 15% The Income Tax Act S.B.C. (1962) 


SOURCE: Statistics Canada, Principal Taxes in Canada 


(Statistics Canada, Ottawa.) 


Note also in Table II that Ontario and Quebec administer 
their own provincial corporation income taxes. Although 
the other provinces have the constitutional right to levy 
their own corporate income tax, they have opted to have 
the federal government administer and collect the tax on 
their behalf using the standard concepts and definitions 


as laid out in the federal Income Tax Act (Part I). 


As noted above, there are significant differentials in- 
the rates of corporate income tax between the provinces. 
These differentials are perhaps limited by the fears of 
competition between the provinces and the economic 
implications of having taxation levels too much out of 


line with neighbouring regions. 


Ontario, Manitoba, and British Columbia have reduced rates 
for 'small business' of 9%, 13% and 12% respectively. 
Federal tax credit is 10% of corporate income tax base. 


The primary rationale for maintaining some 
differentials or a separate collection arrangement appears 
to be that it allows the province to institute a 
provincially-administered incentive scheme and tax system. 
For example, Alberta notified the federal government in 
early 1974 that it was considering termination of the 
existing corporation income tax collection agreement and 
in 1975 produced a Business Taxation and Incentives Position 
paper on ways to aid small business and promote secondary 
industry. Quebec operates an investment incentive scheme 


for small and medium-size manufacturing businesses. 


The primary arguments against such independence are 
based on the belief that it substantially raises both the 
costs of compliance and administration, and that, with a 
plethora of individual corporate systems, business uncertainty 


is increased. 


4. It should also be apparent that, while corporate taxes are 


the most important general provincial tax on companies, there 
are other, additional differences in the tax treatment of 


businesses in the provinces: 


i1tE. Other Forms of Company Taxation 
Province Tax Form off Tax 
Quebec. "Place of Business" - applies to companies in 


certain locations, $50 
per company 


Quebec, Corporation Capital Quebec (1/5 of 1%) 

Ontario, Tax (General Paid- Manitoba (1/5 of 1%) 

Manitoba, up Capitall) British Columbias{1/5.0£ 1%) 
B.Gs Ontarro 3/00 of. fs) 

All Prov- Retail Sales Tax on - range from 5% in Manitoba 
vinces sales of 'Tangible and Saskatchewan, to 8% 
except Personal Property' in Quebec and the Maritimes, 
Alberta to 10% in Newfoundland. 


"Paid-up-capital" means not only the amount received by the 
company as its issued stock (i.e. its equity), but also on 
its surplus, long-term debt, short-term debt, and all reserve 
funds; (i sen. res financing structure) . 

Exemptions for production machinery, production consumables 
and processing materials are becoming the norm. Building 
material purchases are much less uniformly handled. 


Where the provinces have chosen to treat certain regions or 
sectors within their jurisdictions favorably, tax differentials 
may also arise within the provinces. It is this sort of 

claim which is made when the mining industry, the forest 
industry, the petroleum industry, or insurance companies suggest — 
they have been "Singled out" for deprecatory treatment. In 
these cases, it is often a case of unravelling provincial 
legislation specific to a sector, distinguishing between 
'effective' and 'nominal' taxation of sectors, and examining 
the purposes behind the legislation. Tax revisions at this 
level are, admittedly, costly and take some time to produce. 


From the above, it is apparent that there is a significant 
degree of differentiation in both tax rates and tax base 


definitions at the provincial level. 


Differential tax treatment also exists within Canada to a 
Significant degree as a result of the following federal 
policies: 


(a) special provisions based on the type of industrial 


activity involved; 


(b) special provisions based on the regionak Location 


of activity; 


(c) disagreements with the provinces over the appropriate 


levels of payments to the provinces for the use of 
Ahern ALCSOUNCLA. 


These provisions are examined in turn below. 


Tax differentials based on type of industrial activity are 
as follows: 


(a) Manufacturing and Processing Industries: 


For those corporations in Canada qualifying, there 
is a straight tax reduction of 6% of federal corporate . 


tax on the companies manufacturing and processing 


"taxable income'. As a result, the top rate of 


(b) 


(c) 


federal corporate income tax applied to this income 
is reduced to 30%. There are also provisions for 
the fast write-off (2 years), of machinery and 
equipment for use in manufacturing and processing 
industries. 


Small Businesses: 


For private Canadian-controlled small businesses, 
the rate of corporate tax is 25% on the first 
$150,000 of income. If such a business is also 
involved in manufacturing and processing, there is 
a tax reduction of 5% of the company's 'taxable 
income'. Thus, the top rate of federal income tax 


applied becomes 20%. 


Investment Tax Credit: 
Corporations in the following sectors: 


- manufacturing and processing 
- petroleum and mining 
- logging, farming, fishing and grain storage 


- the production of industrial minerals 


qualify for 5 percent investment tax credit. The 
program applies to qualified investments made up to 
and before July 1, 1980. Qualifying investments 


include: 


- the costs of new buildings, machinery and 
equipment; 

- current and capital expenditures on scientific 
R vb 


These costs are fully deductible from tax in any 


given year to the extent of: 


1. $15,000 of federal tax liability 
2. one-half of the federal tax liability in excess 
of $15,000. Any balance of credit not claimed 


in a year may be carried forward for five years. 


10. 


10. 


(d) Mining and Petroleum Industries: 


The special provisions for companies in the mining and 


petroleum (oil and gas) sector include: 


1. accelerated depreciation; 

2. resource allowances; 

3. deductions for debt interest, and Canadian 
exploration and development expenses; 


4. earned depletion. 


Regional benefits are also extended through investment 


incentives and investment tax credits. 


Under the federal government's Regional Development 
Incentives Act (RDIA) passed in 1969, firms starting a 
new manufacturing or processing operation, or expanding or 
modernizing an existing one could qualify for industrial 
incentives. The grants, or subsidies, were related to 
the size of the capital investment, the expected employment 
creation, and the region concerned. Special Areas (SA) 


were designated under the program. 


The 1978 Budget will ‘regionalize' the investment 
tax credit program outlined above so that the rate of 


tax credit varies by regions. In the special areas 
under the RDIA in Saskatchewan, Manitoba, North Ontario 


and Quebec Province (other than the Gaspe) the tax credits 
will be 75 percent. In the Atlantic provinces and the 


Gaspe regions, the tax credit will be raised to 10 percent. 


There is also a question of the extent to which resource 


industries receive differential tax treatment. 


aN 


sth 


In the 1975 Budget Speech, when the latest (1976) 
provisions were introduced, John Turner, the Federal Minister 


of Finance, stated the following: 


"My purpose is to accomplish two main objectives 
. - . L wish to meet, at least in part, the 
reguest for some form of deductibility in the 
tax system for provincial resource levies. 
Provinces have béen seeking a more direct and 
tangible recognition of their special position 
in respect of resources. Industry has been 
seeking recognition of such payments as a 
business expense. Second, I wish to offer more 
incentive to those who explore and develop in 
Canada, and to impose a greater tax liability 
on those who do not." 


Under the new 1976 system, the basic federal corporate 
tax rate applicable to resource production profits 
(allowing for a 10% provincial abatement) was to be 36%, 

w 


... the same as that applying, to most other corporate 


aCtrvi tyr. 


"Special' provisions, however, remained. The 
resource allowance was to be an ‘extra' deduction from 
income equal to 25% of production income from petroleum 
Or mineral resources. "Production income" is calculated 
after operating expenses and capital cost allowances 
(including a provision for accelerated depreciation) 


but before interest, exploration and development, and 
earned depletion. 


The resource allowance is an attempt by the federal 
government to recognize in "a practical way", that the 
provinces, "in one way or another', impose taxes and 
royaliieseandtto take. that facti*into account: “within 
reasonable limits" in determining taxable income. There 
is still a problem where corporate taxes have been 
etrectively raised by the mnon-deductibility of.provincial 
levies. To the extent that the federal government's 
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resource allowance is not sufficient to allow for full 
deductibility of the resource rents of the provinces, 
either the provinces will be deprived of this income, or 
elements of "double taxation" will be imposed on those 


industries. 


As shown, therefore, there are significant differentials 
in tax treatment between sectors and regions in Canada. 


These differentials have emerged as a reflection of: 


(a) the different preferences, strategies, and 
objectives of governments in Canada; 

(b) the imbalance between the revenue-raising 
capabilities of the provincial governments, and 
their spending responsibilites; 

(c) preferential treatment of regions and sectors at 
the federal level; } 


(d) provisions for the resource industries. 


Because labour and investment are mobilet, parti- 


cularly within the North-American community, taxes 


in the regions of Canada (both corporate and personal) 
cannot move too much out of line with competitor regions 
in both the rest of Canada and North America. If Canada 
or the regions in Canada attempt to maintain tax burdens 
Significantly greater than in other regions of North 
America, in the longer term (other things being equal), 
capital investment will migrate away from those regions 


to the detriment of economic growth. 


Because of such constraints, tax burdens within 
Canada cannot afford to differentiate significantly from 
tax Levels elsewhere, particulanky those in the United 
States.. 


ke 


Note: Money capital or new investment is the most mobile. 
Other things being equal, new investment if likely to be 
extremely sensitive to long-term differentials in net tax 
burdens between regions. Labour is much less mobile, and 
high tax burdens can translate into demands for higher wages 
which if successful, can also act to the detriment of 
attracting new investment. 


LESS, 


13y 


There are obviously a large number of other influences 


on the location of investment funds, some of the more 


important being: 


(a) 


(b) 


(c) 


availability of resources and other factors (these 

determine gross rate of return possibilities within regions); 
government expenditures (particularly government 

services which affect the rate of return to capital); 
ability to shift corporate taxation away from capital 

(i.e. to consumers, or other factors). 


Within these international constraints, tax harmonization 


within Canada should embrace the principle of neutrality, 


in tax treatment between regions and sectors more fully. 
The principle follows from the philosophy that, in the 


long run’, most efficient use of Canada's resources 
(i.e. the maximum physical output) will follow if the 


movement of investment and labour within Canada is freed 


from interventions by governments. 


With regard to investment, government interventions 


in the form of preferential tax treatment (or subsidies) 


give 


paeticicial "support to capital, ‘pulling it “into 


areas where its productivity is less than that available 


elsewhere, and therefore reducing its potential contribution 


to the total output of the economy. 


Further, to ensure that in the actual process of 


practical decision-making at the political level, 


discriminatory or arbitrary fiscal measures are avoided, 


daffterential tax policies designed to protect developing 


industries, to aid depressed areas, or to offset other 


disadvantages, should be made visible and comprehensible 
to the public. 


Note: 


it should be recognized that in the short run, transition 


to a policy of greater neutrality will involve adjustment costs 
to those currently receiving preferred treatment. 


14. 


15. 


de 


14. 


Since 1970, Canadian fiscal policy, in an effort to 
stimulate sagging investment in the manufacturing and 
processing industries' sectors, has been substantially 
eased in favour of these sectors. At the same time, 
there has been little explanation of why other sectors 


have been excluded from such preferential treatment. 


That omissions are often arbitrary is evidenced, 
by the fact that, until the federal government's recent 
Supplementary Budget of March 31, 1977, certain investments 
in the resource industries were excluded from qualifying 
for the federal government's Investment Tax Credit. 
Investments now within the coverage of the tax credit 
include logging trucks weighing over 16,000 lbs. and 
assets used primarily for the production of industrial 
Minerals, such as equipment for extracting sulphur as 
part of gas processing and equipment used in the aggregates 


industry - crushers, loaders, graders, conveyor belts, etc. 


Such selective policy changes have also worked with 
Significantly different regional impacts. For example, 


the Economic Council recently concluded: 


"By 1973, the easing of fiscal policy initiated 
in 1971 appears to have had the greatest effect 
in Ontario, followed closely by Quebec. The 
Prairies and the Atlantic region were next, with 
British Columbia being least affected." 


Economic Council of Canada, Living Together: A Stud 


of Regional Disparities ( Queen's Printer, Ottawa, 
Canadawy LOM yes LOZ 


Lo 


Conclusions: 


1. Calls for tax harmonization should seek federal-provincial 


agreement on the following directions for tax policies: 


(a) greater neutrality or equity in tax treatment between 
sectors; 


(b) fewer tax changes; 
(c) greater visibility where programs are explicitly 


designed to achieve regional economic objectives. 


2. Within the limits imposed by the tax policies of competing 
regions in the United States and abroad, tax harmonization 
should allow some differentiation in tax policies at the 
regional level as a reflection of the different objectives, 


preferences, and strategies of different governments. 


3. Disagreements over the deductibility of provincial 


levies for the use of provincial resources in the payment of 
federal taxes should be resolved a way that: 


(a) ensures 'fair payment' to the provinces for the use 
of their natural resources; 


(b) minimizes federal-provincial disagreements which 


increase uncertainty and are damaging to investment 
in those sectors. 


4. Tax harmonization should be predicated upon a better 
balancing of the revenue-raising capabilities of the 


provincial governments with their spending responsibilities. 
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REGIONAL ECONOMIC ACCOMMODATION 


INTRODUCTION 


Throughout the proposed guidelines for a National 
Economic Strategy, one theme has been repreatedly stressed: 
the need for a greater regional role in national economic 
policies. While increased regional autonomy is sought in 
some areas, emphasis is simultaneously laid on the need for 
consultation to ensure the harmonization of policies among 
governments. Each of these policy proposals seeks more effec- 
tive working relationships between the senior Canadian 
governments which are flexible to accommodate regional 
differences. 


This paper suggests reforms to Canadian economic 
decision-making at three stages: iri 
) (i) the formulation of national economic policy; 
(ii) the collection, analysis and application of 
economic information and research; and 
(iii) the implementation and administration of national 


economic policy. 


At each of these levels, certain aspects of economic 


policy-making have been of concern to the provinces. During 
the first stage, the policy formulation process and forums 

for federal-provincial consultation are often unstructured and 
unco-ordinated. As well, effective consultation is not 
guaranteed at the policy formulation and program implementation 
stages in areas of joint government interest. The problems of 
federal-provincial consultation are also affected by the 
availability of national economic information and research. 
Both the structure of national economic data and the output of 
the Economic Council of Canada have been areas of concern. 
Together, these factors affect the final stage of policy 
implementation and administration. There is often inadequate 


federal-provincial assessment of regulatory policy, both ee 
the government structure and in separate agencies and crown 

corporations. As well, since regulatory agencies often fail to 
properly respond to public or consumer interest, accountability 


or control may be lacking. 


Part I examines the existing system of forums for 
federal-provincial consultation and negotiation. The 
conclusion that more co-ordination in inter-governmental 
relations is desirable is supplemented by suggestions for 
procedural reform of negotiating forums. Recognition of the 
Many areas of concurrent interest and adherence to the outcome 
of consultation is considered important. Areas of federal- 
provincial concurrent interest should be formally recognized 
and accompanied by some formal obligation for intergovernmental 


consultation in these areas. 


Part II of this paper deals with the nature of the 
economic data and research which help to shape economic policy 
decisions in Canada. Specifically, the availability of economic 
data and research in Canada is studied as is the research 
carried out by the Economic Council of Canada. Specific reforms 


are suggested to improve this stage of policy making. 


Finally, Part III examines some of the federal agencies 
which undertake regulation of the Canadian economy. Included in 
this discussion are the Canadian Transport Commission, the 
National Energy Board, the Petroleum Compensation Board, the 
Tariff Board, the Anti-Dumping Tribunal, the Export Development 
Corporation and the Bank of Canada. Bearing in mind the 
recommendations included in the Industrial Strategy, this 
section examines the regional impact of these agencies and 


Suggests methods by which input from the provinces can be ensured. 


These three sections do not attempt to deal with 
all the problems associated with economic policy making 
processes in Canada. However, these papers do highlight 
some of the principal problems and suggested solutions in 
selective areas. The intention, then, is to provide background 
Material which serves illustrative purposes, rather than 
providing a complete, general analysis. 


The final section of the discussion of regional 
accommodation summarizes the specific and interlocking 
recommendations following from the three studies. While 
specific reforms can be suggested for each stage in the econo- 
mic policy process, there are also.important linkages between 
these levels. Thus, reforms to strengthen these linkages are 
equally important. 


Part I 
FEDERAL-PROVINCIAL CONSULTATIVE FORUMS 


The Canadian federal system as it exists today has 
gradually evolved from the classical form of federalism and — 
clearly defined jurisdictions described in the British North 
America Act of 1867. Increasing government responsibilities 
and government interdependence have led to a situation where 
jurisdictions are not clearly defined and overlap while the 
actions of one government affect other levels and require their 
support. These developments have prompted increasing inter- 
governmental contact and consultation so that executive or 
co-operative federalism has come to characterize the Canadian 
political system. | 


A, FORUMS FOR CONSULTATION AND NEGOTIATION 


Description of the expansion of intergovernmental 
contact supports the view that "co-operative federalism is in 
essence a series of pragmatic and piecemeal responses by the 
federal and provincial governments to the circumstances of their 
mutual interdependence. "+ Since World War II, a range of 
negotiating forums have emerged to meet the need for co-ordination 
of and co-operation in policy-making. Initially programme 
collaboration dominated government co-operation although, in the 
early 1960's, agencies and channels for intergovernmental 
negotiation of fundamental policies developed. The appearance of 
new consultative forums has occurred largely without legal or 
constitutional action. Rather, consultation has originated in 
the form of ad hoc committees to meet specific needs. Although 
these forums have become more structured through continued use, 
the system has grown in response to individual demands to the 


exclusion of the total requirements of the system. 


The present structure of intergovernmental consultation 
is diverse both in form and impact. The formal machinery of 
contact includes commissions, councils, conferences and other 

a 4 


institutions at the ministerial and administrative levels while 


1. Donald V. Smiley, Constitutional Adaptation and Canadian 
Federalism Since 1945, Ottawa: Queen's Printer, 2970)o- ile 


r 


the issues covered range from broad government policy to specific 
technical issues. Given the present complex network of 
intergovernmental relations (see tables 1 and 2), it is useful to 


distinguish between these forums by paveteipation y= 


1. FEDERAL-PROVINCIAL COMMITTEES 


Although public awareness of federal-provincial 
conferences is often limited to the meetings of the Prime Minister 
and Premiers, there are a wide range of federal-provincial 
consultative forums functioning in Canada today. Ail federal- 
provincial bodies are composed of ministers and/or officials from 
federal and provincial governments. Although these conferences 
tend to be national in scope, some forums are regional with 
representatives from only the federal and certain provincial 


governments, (e.g. Atlantic Fisheries Committee). 


Often considered the standard type of consultative forum, 


these bodies vary substantially in areas of concern, and operation. 


(a) Topics of Discussion 


Federal and provincial government representatives meet 
to discuss matters of mutual concern ranging from broad policy 
questions to technical and highly specialized issues. There is 
no specific agreement about the range of issues requiring 
consultation. Collaboration is generally regarded as appropriate 
in areas of joint responsibility (e.g. agriculture) as welll as 
in cases where the actions of one government clearly affect the 
others (e.g. finance). As a result, intergovernmental consultation 
occurs on either an ad hoc or a continuing basis in most areas of 


government responsibility. 


I. Edgaz Gallant, "The Machinery of Federal-Provincial Relations", 
Canadian Public Administration, Vol. VII, No. 4, December 
19657" pp. 5154268 


While ministerial meetings tend to concentrate on 
general policies, specialization of concerns is more typical of 
government interaction at the administrative level. Interaction 
among federal and provincial officials often focuses on cost- 
sharing programmes and the communication of technical information. 
As well, administrative meetings often prepare work for and upon 
the instruction of ministerial conferences (e.g. development of 
policy alternatives, formulation of agendas and communiques and 
detailed discussion of proposed agreements). One such group of 
consultative forums is the annual meeting of Finance Ministers 
supplemented by the work of senior officials in the federal- 
provincial Continuing Committee on Fiscal and Economic Matters 


and official co-operation at the level of specific programmes. 


(b) Organization 


The federal government usually acts as the co-ordinator 
and chairman of federal-provincial conferences. The Prime 
Minister chairs the annual First Ministers meetings while federal 
ministers perform the same role in their areas of responsibility. 
-In the capacity of chairman, federal ministers are responsible 


for convening conferences and determining agendas. 


Federal-provincial committees have been established with 
varying degrees of formality although most lack formal statutory 


existence and depend on the participation of individual governments 


for their continued existence. 


(i) Some forums are continuing consultative bodies with 
regularly scheduled meetings. AS a result of this 
continuity, these committees tend to develop an 
institutional character. The federal-provincial 
conference of the Prime Minister and Premiers meets 
regularly as do the Finance and other ministerial forums. 

(ii) Other committees are not given such a formal identity _ 
and meet on an ad hoc basis as issues arise. f 
(iii) A third type of committee or task force are those forums 
formally established by order-in-council or ministerial 


decree to perform a limited task. These committees are 


« 


terminated upon completion of assigned work. The tax 
structure committee convened to study intergovernmental 
financial arrangements has such a limited existence as do 
task forces of assistant deputy ministers studying income 


Maintenance, transportation and urban affairs. 


The circumstances of federal-provincial discussions are 
often unclear with questions arising as to whether federal- 
provincial discussion should precede or follow the introduction 
of legislation to Parliament. No formalized procedures exist for 
terminating debate and establishing consensus in federal- 
provincial negotiations. Voting on the issues of discussion does 
not generally occur. Finally, federal-provincial forums are 
not binding decision-making bodies. Decisions reached with 
the agreement of the various government participants require 
ratification by the respective governments before constituting 


an obligation to act. 


(c) The Canadian Intergovernmental Conference Secretariat (CICS) 


The CICS performs many useful administrative and 
organizational functions in the form of secretarial and conference 
services for federal-provincial meetings. Services provided by 
the secretariat include pre-conference correspondence with delegates 
concerning conference arrangements and agendas, preparation of 
conference transcripts and summary statements, organization of 
media relations, distribution of conference documents and 
maintenance of conference records for subsequent reference and 
distribution. The CICS is not responsible for gathering information 


or undertaking research. 


Established as a result of similar work for the federal- 
provincial Constitutional conferences (1968-71), the conference 
secretariat is responsible for all First Ministers meetings as well 
as being available to provide services and facilities for meetings 


of ministers, deputy ministers and officials. Although located in 


Ottawa, the secretariat serves conferences anywhere in the country. 
Funding is the joint responsibility of the Federal and all 
provincial governments. ~— . € 


2. FEDERAL ADVISORY COUNCILS 


Several committees are presently functioning under 
federal statute or order-in-council as advisory bodies to the 
federal government. Federal advisory councils can be described 
as intergovernmental consultative agencies by virtue of 
provincial representation on these boards. Some of these groups 
have only official government representation while others 
include both government officials and apace Fasga.ae of private 
organizations. 


By including provincial representatives, council 


decisions may reflect provincial concerns. Recommendations 


Sf 


subsequently made to federal ministers by advisory councils 
indicate agreement by provincial representatives who then 


‘advocate acceptance of these policies in their own provinces. 


The Dominion Council of Health established in 1919 is 
one of the oldest examples of federal advisory councils. Other 
examples include the National Advisory Council on Rehabilitation 
of Disabled Persons, the Technical and Vocational Training 
Council and the National Council of Welfare. 


3. QUASI-INDEPENDENT ASSOCIATIONS 


These bodies are composed of ministers and civil 

servants and, although supported by government, function 3 * 
relatively independently. In this way, they approximate : C 
professional organizations or interest groups. The stimulus | 
for action comes largely from within the organization itself 
while the participant's role is one of association member 

rather than government representative. 
and discussion, 


By encouraging contact 
these associations contribute to intergovernmental 


> 


consultation. 


The Canadian Association of Resource and Environment 
Ministers can be described as a quasi-independent organization. 
This council was organized in 1962 with its own secretariat and 
letters patent. As a body, it has no formal powers. Consequently, 
its goals are oriented to problem resolution through co-operative 


information gathering and research rather than policy determination. 


The Canadian Association of Administrators of Labour 
Legislation and the Association of Canadian Fire Marshals are 


similar organizations. 


4.  INTERPROVINCIAL COMMITTEES 


Interprovincial committees are consultative bodies of 
a fairly regular structure convened for the purpose of considering 


matters of basic interprovincial interest. 


(a) Membership 


Consultative forums at the provincial level are composed 
of ministerial and/or administrative representatives of the 
provinces. Best known of the interprovincial meetings are the 
annual Premiers' conferences. Many interprovincial meetings have 
been held at the ministerial and official levels as well. Provincial 
Ministers responsible for mines, finance, education and welfare 


meet regularly. 


In addition to meetings of the ten provinces, consultative 
forums have been established at the regional level. Quarterly 
meetings of the Council of Maritime Premiers facilitate inter- 
provincial consultation as do the annual meetings of the Western 


Premiers Conference. 


While federal representation is officially absent from 
-interprovincial discussion, national observers: from the Department 
of Federal-Provincial Relations and Finance are sometimes in 


attendance. 


LG... 


(b) Topics of Discussion 


Convened to discuss matters of mutual concern, inter- 
provincial forums are an important means of exchanging information 
and experience and developing joint approaches for consultations e 
with the federal government. Initially the Premiers' meetings 
were designed to facilitate the exchange of information and 
co-operative efforts in such areas of provincial jurisdiction 
as education, hospitals and retail sales tax. However, since 1966, 
the areas of focus have increasingly concentrated on national issues 
(e.g. pollution, off-shore mineral rights, energy policy and 
economic policy). Since 1972 resolutions adopted at the Premiers' 
Conferences have been forwarded to the federal government so that 
interprovincial conferences have become an important vehicle for 


communicating provincial views to the federal government. 


The scope of topics covered by recent Western Premiers' 
Conferences has included federal transportation policy, federal- 


provincial fiscal arrangements, shared cost programmes, patriation 


fA\» 


of the constitution, agricultural stabilization and co-ordination 


of western economic policies. 


(c) Organization 


Supplementing the policy discussions of ministerial 
meetings are a number of officials meetings. Below the first 
ministers level, and often acting on their instructions, are a 
number of ministerial and official committees. One such task 
force reported to the Western Premiers in 1977 on the issue of 


federal intrusions into areas of provincial jurisdiction. 


Responsibility for organizing and chairing the © fas. aes 
conferences is rotated amongst the provinces. The Canadian Be ye ey 
Intergovernmental Conference Secretariat is available to assist & 


with conference preparations and organization. 


< 
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5. PROVINCIAL ADVISORY COMMITTEES 


Several provincial committees with federal representation 
have been created to advise provincial ministers on matters of 
federal-provincial concern. Although formed and chaired by 
provincial authorities, advisory councils may be established as 
a result of federal proposals. These councils resemble those 
at the federal level in form and procedure. Examples of provincial 
advisory committees are co-ordinating committees on Indian 
Affairs and the Agricultural Co-ordinating Committees functioning 


in some provinces. 


6. SUBCOMMITTEES 


Supplementing the work of federal-provincial and 
interprovincial agencies are a second level of committees. 
These subcommittees are usually established at a technical level 
to report directly to other more general committees. Several 
subcommittees perform such support functions for the Dominion 
Council of Health. 


igh: NON-~GOVERNMENT ASSOCIATIONS 


These independent organizations function in a manner 
resembling the work of quasi-independent associations. These 
groups may, but will not necessarily, have a large government 
membership although the issues of concern will tend to relate to 
government activity. Through discussion of these concerns non- 
government organizations may influence government policy. The 
Institute of Public Administration of Canada was instrumental in 
arranging an interprovincial agreement for the exchange of civil 
servants. The Canadian Good Roads Association has also had an 


input into government policies. 
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The consultative functions of these seven types of 
intergovernmental conferences and committees are supplemented 
by informal day-to-day contact at both the ministerial and 
administrative levels. Bilateral meetings have become increasingly ‘ 
frequent, a notable example of which are the recent meetings | 
of the Prime Minister with each provincial Premier. Informal 
contact through meetings or by telephone are in many ways more 
important than consultative conferences as discussion is . 
immediate, informal and unhampered by prestige considerations. 
Such communication is facilitated by the length of time governments 
have been involved in common programmes and in specialized or | 


professional areas of activity. 


EVALUATION OF THE EXISTING SYSTEM AND RECOMMENDATIONS FOR CHANGE 


Description of the prominence of intergovernmental 
contact in Canada supports the view that "co-operative federalism" 


is a gradual, practical response to government interdependence. 


ae 


This system of consultative forums is, for the most part, a 


valuable instrument of regional accommodation and is best- 


suited to meet the demands of joint government responsibilities 

and concerns. * The present, relatively informal network of 
conferences and committees has achieved agreement on the formulation 
of a number of important general policies and more specific 


technical agreements. 


ue Suggested alternatives to the present system of co-operative 
federalism include the assumption by the judiciary of a more 
active role in determining the powers and responsibilities 
of the levels of government. Such a role was performed by 
the Judicial Committee of the Privy Council prior to World — 
War II. A second option of assigning responsibility for 
resolution of federal-provincial jurisdictional disputes 
to an independent body distinct from the judiciary has ; 
also been suggested. However, these two alternatives x: ( 
would not serve the interests of British Columbia nor — . oe 
would they encourage co-operative intergovernmental relations. 
The problems associated with such an approach became 
particulary apparent with the Supreme Court rulings on 
Saskatchewan's resource tax and cablevision in Quebec. 

; Revisions to the Senate and various regulatory agencies oe 7 
might serve some functions of consultative forums (e.g. the ( 
input of provincial interests to federal legislation) although 
these forums can only supplement the important consultative 
mechanisms of intergovernmental conferences and committees. 


IESE 


However, from the viewpoint of provinces attempting 
to use these mechanisms as channels for input and consultation, 
federal-provincial conferences have several weaknesses. 
Complicating the effective functioning of intergovernmental 
liaison is the fact that responsibility for convening and 
chairing conferences rests with the federal government. As 
many ministerial and officials' meetings occur only on an 
irregular basis, there is no means of ensuring that meetings 
are held as required. The federal government, as conference 
chairman, is also responsible for setting agendas. From a 
provincial viewpoint, negotiating forums are often subject to 
criticism concerning the timing of discussion. Consultation, 
in some cases, takes place after rather than before the 
introduction of federal legislation to the House of Commons. 

As well, the federal government is under no obligation to consult 
with the provinces on policies which, although technically not 

an area of concurrent jurisdiction, affect the provinces and 
their interests. Finally, no means exists whereby governments 
are obliged to accept or be influenced by the results of 
intergovernmental consultation. Provincial dissatisfaction has 
often been expressed with federal receptiveness to provincial 


- : i 
viewpoints. 


Recognition of the value of consultative forums as 
an instrument of regional accommodation combined with an 
awareness of attendant problems leads to the conclusion that, 
rather than recommending a complete overhaul of the existing 
network, certain changes should be made to refine the existing 
processes. In general terms, the basic problems of existing 
consultative forums are ones of structure and support as opposed 
to volume. Unlike regulatory agencies, the mechanisms for 
consultation are not lacking in most cases. Rather, the 


opportunities for consultation and input are not efficiently 


1. This viewpoint became apparent through surveys undertaken 
as part of the Report: Intergovernmental Liaision on Fiscal 
and Economic Matters (Queens University, Institute of 
Intergovernmental Relations, 1968). 


14. 


utilized. Failure to effectively utilize existing forums may 
be attributed to a lack of systematic organization and procedures 
and to the attitudes of federal and provincial governments to 


the responsibilities of co-operation. ( 


1. ORGANIZATION 


Consultative forums have been established in response 
to individual demands with no concern for co-ordination, 
systematic procedures or long-range needs. In past years, 
there has been a proliferation of conferences. New problems 
and issues have tended to precipitate the formation of new 
committees. In this way, the present system has developed as 
a series of ad hoc responses with no formal structure or 
continuity. While it is recognized that one of the strengths 
of the present system is its adaptability through informality 
and innovative ability, some co-ordination of existing 
mechanisms is necessary. Such co-ordination would facilitate 
recognition of common concerns and provide the scope for joint 
government action while recognizing the different needs of 
various functional areas and avoiding unnecessary proliferation 


of forums. 


a) Conferences and Committees: 


The organization of federal-provincial conferences ra 
must, first of all, complete a structural process which has 
already begun in some areas. Existing mechanisms of consultation 
must be organized around the work of the First Ministers | 
Conference. This forum is central to the consultative process. 
Therefore discussion should focus on general policies and 
long-range goals. Supporting the work of the First Ministers 
conference must be a series of continuing ministerial forums | ( 
in specific functional areas. These areas will probably correspond 
with existing ministerial categories. Continuing ministerial 
committees should be established in the many areas of concurrent ‘ 
federal-provincial interest. Steps were made in this direction ( 


with the establishment of regular meetings of Finance and other : 


2 Sea 


ministers. However, other areas of government concern continue 


to be handled on an irregular basis. 


Continuing ministerial committees responsible for 
general policy determination in their respective areas must, 
in turn, be supported by specialized groups and subcommittees. 
Deputy ministers as well as groups of senior officials can play 
an important role in research and discussion of specific concerns, 
technical issues and unforeseen problems. This structure of 
ministerial and officials conferences has been achieved in 
some areas but remains to be established in all areas of 


concurrent interest. 


Central to this co-ordinated structure is the need 
for a system of review and evaluation of federal-provincial 
forums which would revamp or eliminate unnecessary or ineffective 
bodies. In the past, there has been a proliferation of technical 
committees and subcommittees with no means of ensuring that 
these bodies serve a purpose or function efficiently. This 
Situation was recognized by provincial health ministers at their 
meeting in September 1977. Over fifty separate federal-provincial 
committees are functioning in this area. The need for co-ordination 
is similarly apparent in many other areas of intergovernmental 


consultation. 


Attempts by provincial health ministers to correct 
this trend to proliferation led to consideration of the 
establishment of a permanent secretariat to act as a channel 
for the exchange of information on health concerns. While such 
a secretariat would systematize the exchange of information, 
the establishment of such a body in each functional area is not 
always necessary nor desirable. Similar objectives could be 
achieved by a continuing committee of deputy ministers in each 
functional area whose responsibility it would be to define 
topics requiring technical study or discussion by committees 
of officials. It is important that each technical committee 
be established with a specific, clearly-defined function and 
an operating life limited to the period necessary to fulfill 


TOs 


its terms of reference. The work of these committees must also 

be regularly reviewed to ensure continuing effectiveness and 

to avoid unnecessary proliferation of committees. This system 

of review and evaluation might be supplemented by public ( 
awareness of the agendas and accomplishments of the various 

conferences. 


Attempts to review intergovernmental consultation 
should also include the recognition that certain issues may be 
of concern to more than one functional area. Thus, efforts 
must be made to avoid duplication of tasks or conflicting 
policy directions between federal-provincial committees. 
Recognition of areas of interdependence between conferences 
might best be achieved by that branch or department of each 
government concerned with federal-provincial relations (e.g. 


British Columbia's Office of Intergovernmental Relations). 


b) Bilateral Discussion: 


Both formal and informal bilateral consultation are ie 
important forms of intergovernmental relations. Formal discus- | 
sions are often scheduled to augment federal-provincial confer- 
ences. On the other hand, informal discussion, usually by 
telephone, facilitates immediate consultation on specific issues 
and reduces prestige considerations. Too often efforts to 
achieve consensus at federal-provincial conferences are sub- 
ordinated by attempts to gain political prestige through 
media coverage. Bilateral discussion must not, however, restrict 
the scope for further policy study and relevant interprovincial 
discussion. While formal and informal discussions are important 
and useful mechanisms of intergovernmental relations, their 
purpose should be to supplement, rather than replace, federal- > aes ( 


provincial conference activity. 


c) The Canadian Intergovernmental Conference Secretariat: 


re 
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The Canadian Intergovernmental Conference Secretariat 
performs useful administrative support functions for the existing 
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system of federal-provincial relations. The importance of such 
functions as the distribution of conference agendas and the 
co-ordination and circulation of minutes and other documents 
resulting from meetings must be emphasized. Currently, the 

CICS serves the First Ministers Conference on a continuing basis 
as well as ministerial and officials meetings as requested. 

Some conferences continue to function without this support 

(e.g. Finance). In the interests of continuity, it is recommended 


that the CICS serve all ministerial conferences. 


The conference secretariat has been quite successful 
in maintaining an independent role and serving both federal and 
provincial governments. In view of this achievement, the 
secretariat might be expanded to include the competence to 
co-ordinate studies if so instructed by the Conference of First 
Ministers. This possibility should be explored further and con- 
Sideration given to the fact that the development of more 
extensive functions would, in turn, require additional manpower and 
expertise. This need might be met with additional CICS staff 
as well as secondments from federal and provincial governments. 
More complex research requirements, including the production of 
economic data and analysis, should however be assigned to a forum 


specifically responsible for economic research. 


Should the co-ordination of government studies be 
contemplated as a role for the Canadian Intergovernmental 
Conference Secretariat, the independence of the secretariat 
should also be emphasized. Alternatives to accentuate the 
neutral role of the CICS include recognition of this characteristic 
in a formal intergovernmental agreement or incorporation of 


the secretariat as a company with no share capital. 


1. Both the Canadian Council of Resource and Environment Ministers 
and the Secretariat of the Council of Ministers of Education 
are incorporated under the relevant legislation. 
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2. PROCEDURES 


Structuring of intergovernmental forums must also 
include definition and acceptance of important procedural 
matters. Guidelines for the timing and frequency of meetings 
will contribute to a systematic network of forums. The timing 
of federal-provincial consultation represents a serious issue 
with provinces sometimes complaining of lack of input to policy 
formulation and program implementation. Occasionally, federal- 
provincial discussion is scheduled to occur after, rather than 


before, the introduction of federal legislation to Parliament. 


The implementation of certain programs has also sparked complaints. 
As an example, provincial manpower ministers complained at 

their January 1978 conference of the lack of consultation on 
program principles and national allocation formulas for the 


Canada Works program. 


The value of meaningful consultation at each stage 
of policy formulation and program implementation becomes apparent 
by contrasting the Canada Assistance Plan with other programs 
introduced in the 1960's (e.g. Canada Pension Plan, medicare, 
financial relations, constitutional revision, vocational training). 
The Canada Assistance Plan has been described as distinctive 
in terms of extensive involvement by both levels of government 
in the establishment of the Plan. © Provincial demands for a 
new plan were receptively received by the federal government. 
The outline of the plan was jointly developed and consensus on 
the main elements was readily achieved. The Canada Assistance 
Plan was further characterized by extensive consultation among 
federal and provincial officials on the details of the plan as 
well as federal government responsiveness to provincial demands 
for flexibility. High levels of intergovernmental consultation ~ 
continued after the adoption of the Plan to include implementation 


of the proposals. 


6. Rand Dyck, "The Canadian Assistance Plan: The Ultimate in 
Co-operative Federalism," Canadian Public Administration, 
Vol. 295° 1976, (p.p. 587602. 
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In contrast, the adult occupational training plan 
was developed by the federal government and presented to the 
provinces when they were not aware of such a need. Independent 
program proposals consequently prepared by each level differed 
substantially in outlook. Similarly, the Canada Pension Plan 
was salvaged only by crisis consultations between the Governments 
of Ottawa and Quebec. Thus, intergovernmental consultation must 
be encouraged at each level of policy formulation and implementation, 
including confidential discussion prior to federal parliamentary 


action, on matters of joint federal-provincial concern. 


The advantages of regular and continuing consultation 
has prompted some existing forums to adopt an annual conference 
schedule. This obligation should be required of all ministerial 
conferences with the provision that meetings may be advanced or 
postponed at the request of three or more participants. The 
requirement for annual ministerial meetings would facilitate 
more regular exchange of information as well as ensuring that 
conferences are held as required. Meetings of officials, rather 
than being bound by this requirement, should meet as required 


to perform assigned functions. 


Structuring of the present system is also desirable 
to allow awareness, adequate preparation and input by all 
participants in the consultative process. Dissatisfaction has 
often been expressed by provincial representatives with the 
lack of input in the formulation of federal-provincial 
conference agendas. ~ Efforts should be made to ensure awareness 
of existing channels of input. Ministerial meetings are often 
preceeded by distribution of a proposed conference agenda. 


The Canadian Intergovernmental Conference Secretariat has 


1. J. Stefan Dupre, et.al., Federalism and Policy Development, 
(Tonentos) 1973). 


2. This problem has not arisen to such an extent at meetings 
of senior officials where, in many cases, the discussions 
of technical committees are preceeded by meetings to 
determine topics for discussion. This procedure has proven 
very effective in the case of technical conferences. 
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played an important role in this area. The provinces may, at 

this time, recommend changes or additions to the proposed topics 

of discussion. However, the federal government, as chairman 

of federal-provincial forums, retains the initiative in this ( 
matter. Thus, it seems important that some formal provision 

be established requiring the conference chairman to seek the 

input of all government representatives prior to formulation of ; 
the agenda. In this way, issues of concern may be Forwarded by 

all eleven governments and included in the matters for discussion. 
Alternatively, this obligation might be met through a meeting 

of deputy ministers. It is further recommended that a complete 
agenda be made available to conference delegations prior to 

the meetings in order to facilitate adequate preparation. While 
such changes cannot ensure provincial participation, they will 
ensure the existence of channels for input. 


Recommendations regarding the regularity and agendas . 
of federal-provincial conferences concern the role of the | 
conference chairman. As previously mentioned, the federal 
government usually acts as the chairman in these meetings. While 
not as crucial as input into the agenda, the position of conference 
chairman is a very visible one. Therefore, it seems reasonable 
to require agreement by all participating governments on designation 
of the chairman. Should a federal chairman be opposed, alternatives 
for consideration include appointment of joint chairmen, a a 
system of rotating chairmen, or nomination of a neutral third 
party. A representative of the Canadian Intergovernmental 


Conference Secretariat might serve as a neutral chairman. 


Procedures for federal-provincial consultation must, 
finally, include some formalized procedure for terminating 
debate and establishing consensus. Although conferences may eee <ee 
poll opinions, no votes are taken on matters of substance or 
procedure. Suggestions that this should be changed fail to 
take account of the difficulties involved in establishing a | 4 
voting formula or the fact that intergovernmental forums are not * ( 
decision-making bodies. Thus, ‘attempts to obtain agreement must x 


be limited to consensus-building. 
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* “FOr this reason, the structure for intergovernmental 
forums should include some framework to facilitate efforts 
toward solution of unresolved issues. It is generally agreed 
that the more technical or specialized the area of consultation, 
the more harmonious consultation is likely to be. 


- - . federal-provincial administrative 
relationships have been harmonious and 
constructive to the extent that they have 
been dominated by program specialists ... 
The attitudes, procedures and values common 
to particular groups of program specialists 
- . « provide common standards to which 
officials from federal and provincial levels 
defer. 


On the other hand, consultation on broad policy matters tends 
to become more difficult. Although political representatives 
in ministerial forums have the power to authoritatively resolve 
disputes, concerns of status and prestige interfere with 
decision making. These concerns are usually accentuated by 
media coverage of ministerial conferences. In recognition of 
these characteristics, the network of forums could, in some 
cases, ease resolution of issues by delegating certain disputes 
Over specific aspects of general policies to committees of 
officials. Thus, technical discussion at each stage in the 
formulation and implementation of policies might facilitate the 


achievement of consensus. 


3. ADHERENCE TO THE RESULTS OF INTERGOVERNMENTAL CONSULTATION 


Study of government compliance with the products of 
intergovernmental consultation and discussion relates to 
the question of whether consultative forums require binding powers 
to function effectively. If given such power, agreement by 
participating governments would represent a binding obligation 
to conform to the terms of the understanding. This obligation 


1. Donald V. Smiley, "Public Administration and Canadian 
Federalism", Canadian Public Administration, Vol. 7, 1964, 
De. olee 
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could only be removed through subsequent intergovernmental 
consultation and agreement. Some types of sanctions would 

also be necessary to ensure concurrence. While this option 
eliminates the possibility that individual governments might 
later repeal legislation or modify agreements prior to 
implementing them, it does involve the growth of another level 
of government. More importantly, such a development would 

not ease the more basic problems of initially obtaining 
intergovernmental agreement. It seems probable that governments, 
when faced with binding obligations, might be even less willing 
to restrict themselves through federal-provincial agreements 
thereby reducing the effectiveness of consultation. Fundamental 
problems might also arise over the application of sanctions. 
Finally, the acquisition of binding powers by a federal- 
provincial forum contravenes the legal basis of parliamentary 
government. For these reasons, alternative forms of increasing 
the power of federal-provincial conferences without instituting 


legally binding obligations and sanctions must be explored. 


Attempts to ensure that governments recognize and 
take account of the results of intergovernmental consultation 
should be based on complete minutes and documents describing 
conference proceedings and agreements. This requirement 
should be fulfilled by the Canadian Intergovernmental Conference 
Secretariat. In the case of ministerial meetings discussing 
general policy directions, governments will usually be unwilling 
to endorse unstudied policy proposals. Agreement to study 
implementation of a given proposal is probably the limit to 
which governments will concur. By drawing up such a public 
statement of intent, governments will, to a greater extent, be. 
bound to pursue the matter both within their own government and 
in more detailed discussions with other governments. Although 
such a statement may still be ignored, the costs of doing so 
increase sharply when accompanied by public scrutiny. Finally, 
complete minutes and statements of agreement will promote 


clarity and reduce the scope for misinterpretation. 


aoe 


4. AREAS OF GOVERNMENT JURISDICTION 


The need for intergovernmental consultation and 
resolution of joint governmental concerns stems from the 
Canadian system of federalism and overlapping areas of 
jurisdiction. The evolution of new concerns and issues have 
often cut across jurisdictional lines. As well, certain matters 
within provincial jurisdiction, as defined in the British 
North America Act, have become more salient. As a result, 
assigned responsibilities no longer correspond to available 
resources. Finally, the federal government, through its 
spending powers, has acquired an interest in certain areas of 
provincial jurisdiction. These developments have led to a 
Situation where programs offered by one level of government 
may duplicate or affect existing programs offered by another 
government. As well, programs adopted by one government might 
"spillover" to create new problems requiring the attention of 
another level. Finally, programs may be divided and administered 


by two levels of government. 


The overlap of government functions and responsibilities 
will often necessitate joint action to achieve effective policy 
making. Collaboration must extend beyond those areas of formal 
concurrency described in the British North America Act (e.g. 
agriculture, immigration, old age pensions). Greater recognition 
of areas of joint federal-provincial interest must be included 
in the constitution. Although description of greater areas of 
concurrent powers also involves the question of paramountcy of 
authority, it is important that this broad area of mutual concerns 
be formally recognized. Accompanying such a revision of 
concurrent jurisdictions must be an obligation for inter- 
governmental consultation in matters of joint responsibility. 

This consultation should occur both during the planning and 
formulation of policies and legislation and during the imple- 
mentation and operation of programs. Flexibility rather than 
rigidity is in the allocation of responsibilities is required to 


Supplement intergovernmental consultative forums. 
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As well as consultation on all areas of joint concern, 
consideration must be given to assigning a greater role in 
dispute resolution to federal-provincial forums. It is possible 
that jurisdictional disputes between levels of government ( 
(e.g. resource taxation, cablevision) might benefit from 
consultation rather than the present system of judicial 
examination. : 


Finally, description of the role of these institutions 
in the constitution may increase awareness of the importance of 
and support for more structured forums. This limited revision 
of the constitution would be valuable in the sense of serving 
as recognition of and legitimizing the prominence of inter- 


governmental conferences in the Canadian federal system. 


5. ATTITUDES AND SUPPORT 


More structured intergovernmental consultation is ; ( 


only one element of effective government relations. Government 


representatives must approach meetings with a positive attitude 


and_ accept the responsibilities of membership and limitation of 
individual action if consultative forums are to function 


effectively. Personal understanding tends to facilitiate 

harmonious relations. Forums will also function more effectively 
when participants are committed to particular policy results as 
opposed to enhancing political influence and when participants ; 
are willing to recognize the value of the objectives of other 
representatives. Thus, the attitudes of ministerial and 
administrative participants are crucial determinants of effective 
consultation. The attitudes and support for liaison cannot be. 
prescribed or ordered but rather depend on personal awareness — roe: 
and past performance of forums. “ | ‘ 


6. SUMMARY 


In summary, federal-provincial consultation has 


evolved as a practical response to the needs of government ~ ; @ 
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interdependence. This system of interaction, although hindered 
by some problems, is probably best suited to meet the demands 

of joint government responsibilities and concerns. Increased 
consultative effectiveness through resolution of these problems 
requires greater structuring of forums to allow co-ordination 

of effort and avoid proliferation of agencies. Procedures for 
the settlement of intergovernmental disputes must be accompanied 
by guidelines for the scheduling and frequency of discussion and 
for agreement on the formulation of agendas and selection of 
conference chairmen. Finally, efforts must be made to ensure 
that governments take account of these discussions and agreements 
and that intergovernmental consultation takes place in the many 


areas of concurrent interest. 
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TABLE 1 


Frequency of Federal-Provincial Meetings and Conferences 
According to Level of Representation and Area of 
Government Activity, 1975 


First 
Peet Ministerial Ministerial DM ADM Officials Total 
General Government - 3 fa = 4 18 
Finances a 3 vi 1 6 18 
Agriculture Mo 8 2 4 z 23 
Transportation = lites cS 14 tes mie 
Education = Z 2 = 5 9 
Energy and Resources 3 v2 et 6 3 Si 
Environment — 19 Zo 20 Fite oa 
Manpower-Labour SS oo 8 Z pid 44 
Statistics = Z 1 4 30 oa 
Welfare - 4 a 2 4 Lie 
Health s 2 Bas 6 toa 38 
Industry and Trade 2 7 Se NS 50 a7 
Urban Affairs = FASS 2 14 Be, 78 
Justice and Laws = d3 3 3 3 Ze 
Consumer Affairs = v 4 L e| i 
Communications > 6 iL = 2 9 
Native Affairs re dod 4 eZ. tak 38 
Miscellaneous = 7 18 BES) T3 53 
TOTAL 6 Tio Zo Le ase 782 
TABLE 2 
Frequency of Federal-Provincial Meeting and Conferences 
According to Category and Level of Representation, 1975 
8 Bilateral Regional Multilateral Total 
First Ministerial 4 - 2 6 
Ministerial a 10 58 L6:7 
Deputy Ministerial 148 i 63 223 
Asst. Deputy Ministerial PbS 14 29 154 
Officials 128 9 is) Ze 
TOTAL 490 45 247 782 
SOURCE: Institute of Intergovernmental Relations, "Federal-Provincial 


Administrative Liason in Canada", Public Administration in 
Canada, Kenneth Kernaghan, ed. Toronto: Methuen, 1977, pp. 80-81. 
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Part 2 
NEW FORUMS FOR NATIONAL ECONOMIC RESEARCH 


The intention of reforms suggested in Part 2 of Regional 
Economic Accommodation is to improve the quality of national 
economic research and to provide for a degree of regional 
accommodation in national economic research that does not now 
exist. This section outlines one of a series of major adjustments 
that are necessary to ensure that regional interests are properly 


represented in shaping policies on national economic questions. 


The purpose of changes suggested here would be to facilitate the 
flow and production of economic information and analysis so that a 
full evaluation can be made of the impact of current and proposed 
government policies on the regions of Canada. 


A. THE REFORM OF NATIONAL ECONOMIC RESEARCH 

Because of the increasing degree of interdependence among 
the economic activity of the various governments in Canada, both 
federal and provincial economic policies should be assessed in light 
of the harm or benefit such policies offer to all regions of the 
country. In future, the provinces will continue to play an increasing- 
ly large role in conducting their own economic research and assessing 
the implications for their regions. Even so, the overall nature and 
conduct of the economic research which supports national economic 
policies must be challenged. Reforms must be made to ensure that 
there is adequate regional participation in examining both regional ~ 
economic problems and the long-term and current problems affecting 
the Canadian economy and in developing policies designed to solve 
these problems. 


1. | PRESENT ORGANIZATION OF NATIONAL ECONOMIC RESEARCH 

The collection and generation of economic data itself is 
largely carried out by federal government departments, particularly 
Statistics Canada. Besides the analysis and evaluation carried 
out by federal departments, such as Finance and DREE, the AIB and 
in particular the Economic Council of Canada undertake major 
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economic research studies. Current statistical arrangements fail 
to provide a broad structure within which data can be shared 
and coordinated among senior governments. | 

The Economic Council of Canada, now 15 years old, was 
established to provide the basic economic research necessary for 
national policy-making. As well, it was directed to raise the 
level of public debate on economic issues in Canada, and to ensure 
broad support for new policy directions among major interest 
groups. To make certain that the agency's reports and recommendations 
received this broad support, the 28 members of the Council were 
drawn from business, labour and other groups. 

While all three of these objectives were excellent ones, 
experience has shown that they were not mutually compatible within 
a single economic institution. The Council interpreted its 
mandate to mean that it had to achieve a consensus among the 
interest groups it represented before issuing reports or making 
general recommendations. In designing its research programs the 
Council concentrated on projecting the economy's performance over 
the medium-term, and tended to avoid making controversial 
recommendations on current economic policy or commenting on how the 
targets it recommended should be achieved. In addition, the problems 
involved in reaching a consensus prevented prompt publication of 
research results, so that the Council did not fulfill its task of 


ensuring the public was well advised on current economic issues. 


2. PROBLEMS WITH THE PRESENT SYSTEM FOR THE PROVINCES 

Although the Council is to some extent regionally 
representative, and although the Council's mandate instructs it 
to consult with appropriate provincial agencies, there is no formal 
provincial representation on the Economic Council. There is no 
provision whereby the provinces can ensure that the kind of 
economic research they view as essential to an understanding of 
the impact of national economic policies on their regional economies 
will be carried out. Certain questions of regional concern, such 
as tariffs, special transport rates and government spending have 
not been resolved with due attention to the impact on all regions 
concerned. Secondly, the problems associated with the informal 


rule on consensus have also been of concern to the provinces. In 


' + ’ 
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particular, the problem of "lowest common denominator" solutions 
and the failure to provide the economic information necessary for 
current policy-making have been of concern. 

! The data collected in the federal agencies is structured 
mainly for national purposes so that sets of regional data are 
frequently not available. While Statistics Canada has regional 
information offices in certain areas, several years of effort by 
the provinces to obtain more regional information from the federal 
agencies has only had limited success. 

There are generally no provisions for freedom of 
information in Canadian legislation, so that the provinces, as 
well as the public, encounter problems in securing economic 
information. Besides the problem of time lags in getting information 
cleared, the habit of federal officials of stamping almost 
everything "Confidential" also creates difficulties. Provincial 
officials may receive adequate documentation from sources in 
Ottawa, but since documents are marked Confidential they cannot be 
cited by the provinces. In other cases, data is not released since 
there is concern that great damage could be done through disclosure 
of much economic information. Thus, for instance, provincial 
officials are not allowed to review the list of items offered for 
exchange at GATT negotiations. While the importance of 
confidentiality is naturally recognized, it is to be hoped that 
current steps to devise procedures by which business people and 
provincial officials can have access to GATT information will be 
continued. Such procedures might also be applicable to other areas 


of concurrent federal-provincial interest. 


3. PROPOSED REFORMS 

Providing full and prompt information and analysis to 
help solve Canada's economic difficulties has been a long-standing 
concern. However, the increased interest in regional economic 
data, and the need to ensure that labour and management have a 
satisfactory consultative relationship in the post-controls period 
indicate that some institutional changes are necessary at this time. 


Labour representatives withdrew from the Economic Council of 
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Canada in 1976 in protest over wage and price *controils% The Council 
now has about 21 members. As pointed out, it seems undesirable in 
the future to try to get a consensus among labour, management 

and government within the framework of the Economic Council of 
Canada. Good policy analysis is not always amenable to consensus, 
so consulation and decision-making must be divorced from economic 
analysis. The chief economic research agency must maintain both 
independence and integrity, but there should also be regional 


advise and continuing liaison during the course of research projects 
concerning the regions. 


A two-pronged approach can overcome these difficulties. 
The Economic Council of Canada could be restructured to carry out 
research both for the federal government and the regions, with its 
reports and recommendations being subject neither to a consensus 
requirement nor to a veto. Secondly, the quantity, quality and 
timeliness of economic information flowing from the federal 
government to the provinces can be substantially improved by making 
several adjustments. 


4. PROPOSED REFORMS: A NEW AGENCY FOR NATIONAL ECONOMIC RESEARCH 
The present Council might be replaced with an Advisory 


Board, a research staff and Director. Each province and the 


federal government could appoint one representative to this Advisory i 


Board. The term served should be determined by the individual 
governments. 

The Director of Research should be appointed on long- 
term contract by the Advisory Board. Generally, it should be 
assumed that the Council could not arbitrarily replace the Director 
before his or her term is completed. However, in order to ensure 
that fresh ideas are continually brough« to. the institute?, the 
Director should serve no more than one 5 year term. 

Since the new institute should maintain a strong public 
profile, it would be desirable for the Board and the Director to 
jointly select at least four outstanding social scientists as 
Senior Researchers. These individuals could be appointed on 


relatively long-term contracts (3 to 5 years) which would be 


1 "Institute" is used generally here to distinguish a new agency 


from the present Economic Council of Canada. 
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renewable. The Director. alone should be responsible for selecting 
the remainder of the research staff. 

‘The priorities of the institute and the general agenda 
for research should be determined jointly by the Advisory Board 
and the Director-and Senior Researchers. The agenda should be in 
part determined by the requests for studies made at federal- 
provincial conferences. In the event of serious differences over 
the research program, theDirector should be permitted to make a 
final decision only after efforts to informally reach a consensus 
have been exhausted. 

The Director, in conjunction with the Senior Researchers, 
should have final responsibility for the conduct of the research, 
once the broad agenda has been determined. However, where ever 
possible, liaison should be established between each research 
project and an official in the concerned provinces. The government 
representatives would be responsible for ensuring that liaison is 
established with their respective provinces. 

The Director, in conjunction with the senior researchers, 
should have responsibility for the final reports of the institute. 
The Board could endorse the publication if it chose to, but no 
publication could be vetoed. 

In order to ensure that the new institute fulfills its 
responsibilities to educate and enlighten the public, the publications 
and the annual review should be submitted to Parliament for 
comment and questioning. Secondly, the Director and the Senior 
Researcher should be encouraged to comment freely on government 
economic policy. 

The institute's tasks should include that of reporting 
with some emphasis on the current economic outlook. Generally, 
the broad functions suggested as "Duties" in the original Act 
establishing the Economic Council of Canada should be retained’. 
However, reference to consultation in items (i) and (3) should be 
deleted. 


"An Act to provide for the Establishment of Economic Council of 

Canada" Revised Statutes of Canada, Canada 1970 Vol. III 1963, 

c. 11, s.l. While the list is a comprehensive one, there is no 

reference to the role of research and development in the Canadian 

economy. It might be desirable to add a responsibility to evaluate 
the economic utility of developing appropriate R and D technology 

for small, medium and large Canadian businesses. 
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Funding for the institute should be provided jointly by 
the federal and provincial governments. Eventually, it might be 
desirable to locate the restructured Council outside Ottawa, in 
line with the federal government's interest in encouraging . C 


decentralization. 


5. PROPOSED REFORMS: ECONOMIC INFORMATION : 

As suggested several serious problems exist in the flow 
of economic information between the federal government (and 
quasi-governmental agencies) and the provinces. First, there is 
a problem of awareness. At present, there is no systematic 
mechanism by which the provinces can learn of the existence of 
sources of information that may be extremely valuable for their 
work on analysis and planning. Secondly, there is a problem of 
access. Even where the existence of a source may be known, BE 
may be exceedingly difficult or impossible for a province to 
obtain the information. Although in a few instances there may be ‘ 
valid reasons why certain information may not be shared, in many 
cases the procedures for obtaining approval are unnecessarily 
complicated and occasionally arbitrarily negative. Finally, piece 
are problems of priorities and timeliness. Too frequently, = 
provincial needs are not given adequate consideration when data 
is collected and studies are conducted by the Government of Canada. 
Timeliness of data and research results is adversely affected by 
delays in obtaining release, bottlenecks in translation and ps 
publication and inadequate communication. 

Invordex to improve the flow and exchange of economic 
information among the regions of Canada, meaningful federal 


legislation on freedom of information would appear to be desirable. 


. The present Green Paper, Legislation on Public Access to : 
Government Documents, Ottawa, Secretary of State, June 1977, 

suggests that any forthcoming bill might contain such broad 

exceptions to the rule of freedom of information that the 


status quo would in fact be maintained. 
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If material were generally assumed to be available at public 
request unless the responsible Minister ruled to the contrary, the 
speed at which the provinces could obtain the economic information 
they needed would be increased, and unnecessary and costly 
duplication of research could be avoided. 

In addition, a formal federal-provincial agreement 
might express the desire of the federal and regional governments 
to cooperate in the exchange of economic analysis and data. A 
formal agreement on the sharing of information between governments 
should also define criteria by which access can be facilitated 
without the necessity of seeking specific approval. In the interest 
of improved timeliness, the agreements should extend to pre- 
publication drafts, discussion papers, and experimental data. 

Secondly, the agreement could also establish a small 
Economic Information Office in Ottawa to facilitate the flow and 
exchange of economic information and to increase the coordination 
of economic research among the federal and regional governments. 

It would also be the task of this Office to ensure that data 
requested by the governments was provided as rapidly as possible 

by the various federal and provincial agencies. The Office should | 
also have a strong mandate to assemble inventories of information’. 
It should be able to identify all governmental and quasi-governmental 
sources of economic information: data, studies, reports and work- 
in-progress. 

The Federal-Provincial Consultative Council on 
Statistical Policy should be assigned strong direct influence on 
priorities and resource allocation for the collection and processing 
of statistical information. This influence should be extended 
beyond the statistical agencies of the federal and provincial 
governments to include other ministries and departments of those 
governments. 

One final suggestion may help to link information 
gathering to federal-provincial policy making. The Canadian 


Currently a number of "Cleaning House Projects" for identifying 
data within the federal government are underway in the Treasury 
Board and Statistics Canada. 
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Intergovernmental Conference Secretariat, as proposed in the 
section on Federal-Provincial Negotiating Forums, might be 

charged with the responsibility of collecting material requested 

in advanee of major economic meetings. Should the CICS be expanded 
in this way, the new Economic information Office should establish 

a liaison with the Secretariat in order to facilitate the 
Secretariat's task of collecting and distributing information 

in advance of conferences, Such changes should improve the 

quality of economic research in Canada, and make it more relevant 
to current policy making. 
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. PART 111 
THE REFORM OF FEDERAL REGULATORY, INFORMATIONAL AND JUDICIAL AGENCIES 


A. INTRODUCTION 


Regulatory agencies are for the most part established 
for good reasons. There is no question that modern economies 
are dependent upon a great deal of regulation, much of which is 
desirable. Both governments, and quasi-governmental agencies, 
undertake this regulation. While these many commissions, boards, 
councils and crown corporations are separate from the central 
government administration, they have grown as rapidly as have 
governments themselves in recent years. At the federal level, 
there were in 1977 some 61 national commissions, committees, boards 
and councils. There were some 41 crown corporations, as opposed 
to 29 such corporations ten years previously. Alongside the 
proliferation of new agencies, existing ones are yreatly expanded. 
Since these agencies have become a fairly permanent aspect of 
Canadian life, even though the society and economy have undergone 
enormous transformations, it is appropriate to ask if in 1978 
they serve the Canadian public interest well. In particular, it 
can be questioned if they respond to the varying needs of Canada's 
regions. 

If these agencies are examined from the standpoint of 
public policy, several questions arise: what are the intended 
functions of these institutions; are these tasks valid in current 
economic and social conditions; and how in fact do these agencies 
behave? Do they undertake more or less than they are intended to, 
and how do they affect the distribution of power and wealth among 
the regions of Canada? Regional concerns have been voiced with 
respect to many of these agencies, among them the Canadian Transport 
Commission, the National Energy Board, the Energy Supply Allocation 
Board, the Tariff Board, the Canadian Trade and Tariffs Committee, 
the Anti-Dumping Tribunal, the Export Development Corporation and 
the Bank of Canada. While this paper comments on the authority 
and functions of all these agencies, it deals in depth with only 
one agency - the Anti-Dumping Tribunal (see Appendix). The reason 
for choosing the Tribunal is not because of its size of power - it 


is of course one of the smallest of the group mentioned. However, 
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the Tribunal illustrates the actual behaviour of an agency, and 
demonstrates how the implications of its decisions range far 
beyond Ottawa and unwittingly affect many who are not directly 


involved with the regulatory process. 


It has been pointed out elsewhere that some of the 
mechanisms set up to regulate certain aspects of the economy 
do more harm than good (see Background Paper entitled "Canadian 
Industrial Policy"). Essentially, it is argued that excessive 
regulation has led to an inefficient allocation of resources, 
and that the problems which current regulatory agencies attempt 
to solve could better be handled by other mechanisms including, 


possibly, deregulation. 


While valid economic reasons exist for initiating a 
regulatory system, many non-economic factors also encourage 
regulation. Such factors have been argued to be in the "public 
interest" or the "national interest", but both concepts are so 
broad that almost anything can be included under such headings. 
Still, some legitimate, though sweeping, concerns have prompted 
the establishment of national regulatory agencies. These 
concerns include national unity (e.g. transportation and 
foreign investment regulation) and economic development (trade, 


transportation and energy regulation). 


B. THE CANADIAN REGULATORY SYSTEM 


Regulatory agencies are generally supposed to promote the 
public interest, although how they do this is usually left extremely 
vague.in their written mandates. Regulatory regimes are really 
“independent governments", operating within the confines of a 
functional area. Creating such regimes follows from the perception 
that while a certain activity needs to be regulated, such regulation 
should be divorced from the continuing political pressure that. 
regular government officials are subject to. While the agencies 
named are in broad terms regulatory ones, some do less than regulate 
and some do much more than that. Often they channel public opinion 
(or that of a small sector of the public), carry out research, 
give advice to the government and allocate wealth, as well as 
fulfill their regulatory tasks. The Canadian Trade and Tariffs 
Committee has the most limited scope and the least authority of 
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the agencies listed. In fact, it does not regulate anything. Its 
main task is to help articulate the public interest through determining 
the interests of the business and general community with respect to 
GATT negotiations, which it does by holding public meetings to 
receive industry submissions. Most agencies, however, perform a 
variety of tasks. The Tariff Board, for instance, determines 
industry sentiment on trade questions, but in addition has a 

quasi judicial function in that it reviews appeals to decisions 

made on trade and tariffs. The Anti-Dumping Tribunal has a 
straightforward quasi-judicial function in that it must decide 
whether or not the dumping of imports has, is, or will in the future 
cause material injury to domestic production. 

The Canadian Transport Commission, through eight committees, 
both ascertains the industry and the public interest (although few 
of its hearings are open to the public), regulates all modes of 
transport, plays an advisory role to government, and initially 
carried out research as well. The Bank of Canada also does its own 
research, acts as a regulatory agency, a policy-maker on monetary 
questions, and a financial adviser to the government. The National 
Energy Board carries out research, makes inquiries into the public 
interest through its hearings, regulates the energy transportation 
industry, and provides advice to the government. While the NEB 
normally is much more influential than the presently moribund 
Energy Supplies Allocation Board, in the event of another oil 


crisis that Board would exert a powerful control over allocation 
of energy products as well as monitoring their use. 


C. EXISTING MECHANISMS FOR REGIONAL ACCOMMODATION 

There are limited formal or informal mechanisms for 
regional involvement in the agencies listed. For the most part, 
their mandates do not refer to regional concerns, nor have these 
agencies generally developed strong working and consultative 
relations with the provinces, such as has the Foreign Investment Review 
Agency. While the boards of such agencies are appointed with 
geographical balance in mind, there is no other guarantee that 
regional concerns will be taken into account. Only British 
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Columbia's experience has been described here, but it almost 
certainly has application to other regions. A partial list of 


these agencies is set out here. 


1. BANK OF CANADA 


The Bank of Canada is controlled by a Governor, Senior 
Deputy Governor, 2 Deputy Governors and 12 Directors appointed by 
the federal government for three year terms. The Bank of Canada 
is the most centralized of all the regulatory agencies in that it 
has no mechanism for regional accommodation at all. The Bank's 
research is entirely macro-economic, with no studies undertaken 
of the effects of monetary policy on different regions. Nor 
is there adequate consultation between provincial officials 


and officials of the Bank of Canada. 


2. EXPORT DEVELOPMENT CORPORATION 


The Export Development Corporation is controlled by a 
12-member board. Five of the 12 members are appointed from 
industry, and there is no formal provincial representation. The 
remainder are deputy ministers or heads of regulatory agencies, 
including the Governor of the Bank of Canada and the President of 
CIDA. Althouth the recent re-organization of the EDC, and its 
opening of an office in Vancouver indicate some response to regional 
needs, the existing level of consultation still appears to be 
inadequate. Provincial officials receive a monthly bulletin from 
the EDC, and in those limited instances where tenders are still 
appropriate, the officials may then contact local companies. However, 
there is some feeling that EDC does not have a wide range of contacts 
among Western companies, and that decisions as to who gets contracts 
still tend to be made in Ottawa (i.e. those companies with long- 
established contacts with EDC in Central Canada receive a dis- 


proportionate share of contracts). 


3. CANADIAN TRANSPORT COMMITTEE 


The Canadian Transport Commission has a 17 member board, 
including one president and two vice-presidents. It operates 
under the authority of the National Transportation Act, currently 
being revised as Bill C-33. The need for regional mechanisms has 
perhaps been most strongly made in the case of the CTC. The Western 
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provinces made strong arguments for such mechanisms at the Western 
Economic Opportunities Conference in 1973. There is some provision 
for regional accommodation in the existing Act (in Section 3 which 
states in very broad terms what national transportation policy 
should be). The question has been whether a more specific reference 
to regional development is likely to be the best means to protect 
the western provinces' interest. A long-standing problem with the 
CTC's regulatory regime has been the provinces' lack of access to 
the economic information and research they need to assess the impact 
of transportation policies on their regional economies. For this 
reason, disclosure of transportation rates (particularly railway) 
has been sought. Generally the western provinces have argued that 
price should be determined by actual costs rather than by the costs 
of an alternative carrier, or that generated by cross-subsidization. 


The location of a regional office in Vancouver by the CTC 


has been a useful step in decentralization, since much of the 
regulation pertains to transportation needs at the provincial level. 
Existing consultation is generally felt to be satisfactory. 
Following the WEOC Conference in 1973, the Federal-Provincial 
Committee on Western Transportation was established, and this 
appears to have been a useful mechanism to convey common concerns 
of the western provinces to Ottawa. 


4. NATIONAL ENERGY BOARD 


The National Energy Board has an eight-member board, 
with no provincial representation. There are no specific references 
to the need to respond to regional development or other regional 
concerns in the NEB's mandate. While permanent regional offices 
for the NFB would not be necessary, direct regional input into 
decisions pertaining to the specific region is essential. 
Generally, “most regional problems with energy matters concern 
federal government policy rather than the actions of the NEB. 


5. ENERGY SUPPLIES ALLOCATION BOARD 


The Energy Supplies Allocation Board which was established 
in 1974 to handle the emergency situation created by the oil embargo, 
is inactive at present. The six-member board has been retained, 


although the initial combination of federal government and industry 
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representatives have been replaced by Energy, Mines and Resources 
officials. The Board still prepares various plans for allocation 
in the event of a new emergency. There are no specific 

mechanisms for regional adjustment under the terms of reference 

of the Board. Generally, the current function of the Board does 
not require such specific mechanisms, although new developments 
might alter this situation. One sub-group of ESAB, the Petroleum 
Compensation Group, is active. The Group's function is a 
straightforward one, - it reimburses companies who bring in crude 
oil and petroleum, paying them the difference between the 

Canadian price and the international price (as the Canadian price 
rises, this compensation is reduced). The present contact between 
the group and the region occurs at the official level via the 
British Columbia Energy Commission. It generally appears that 

the designation of an official by the province to serve as liaison 
with the Petroleum Compensation Group has satisfactorily resolved 
the problem of provincial input. However, it must be acknowledged 
that the primarily administrative tasks at the present time 
contribute to the present good relationship. In the initial 
period when ESAB was created, the very real problems of dislocation 
that were experienced at that time of necessity resulted in more 


strain between the regulatory agency and the province. 


6. TARIFF BOARD 


The Tariff Board in practice does make some regional 
adjustments even though there is no specific reference to 
regional factors in its mandate. Regional tariffs are set, 
for instance, for fresh fruits and vegetables, an appropriate 
recognition of the diverse growing seasons in Canada. However, this 
regional recognition does not appear to extend to other areas of 
the Tariff Board's authority. With respect to present formal 
and informal consultation with the provinces, when there is an 
appeal being made or considered, the Tariff Board appears to be 
particularly weak. Finally, the Anti-Dumping Tribunal has limited 
capacity for regional accommodation and very limited working 
relationships with the provinces. 
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D. THE NEED FOR REGIONAL ACCOMMODATION 


Recent experience with the Anti-Dumping Tribunal 
provides a clear example of the need for regional accommodation 
in federal regulatory agencies. Regulatory measures are properly 
taken to control the dumping of imports causing material injury 
to domestic producers. However, in taking such measures there 
is clearly a need to exempt or minimize the impact on other 
regions of the country when material injury is confined to a 
definite region. Both Canadian and international law do recognize 
that in some circumstances regional markets exist which should be 
exempted from anti-dumping duties. In practice, though, regions 
such as British Columbia have been unable to secure exemptions 
from anti-dumping measures. The failure to provide for regional 
exceptions arises from the fact that the regional situation 
does not precisely correspond to that specified in national and 
international law. Thus, in its recent decision on the Algoma 
Steel case in December 1977, the spokesperson for the Anti- 
Dumping Tribunal declared her full sympathy for the difficulties 
encountered by Newfoundland and British Columbia, but added 
that the Tribunal's mandate did not allow it to take their problems 
into account. Since the action of the Anti-Dumping Tribunal 
provides insight into the Manner in which regulatory agencies 
provide for regional accommodation, it has been analyzed in 
detail in the Appendix. 


Criticism of the regulatory agencies has been severe and 
wide-ranging. Some have argued that their performance could be 
improved by tinkering with the structure and functions of these 
agencies. For instance, the basis on which representatives were 
chosen could be altered, or modifications made to the agency's 
mandate. While some such adjustments may well be helpful, it is 
more important to distinguish between the two broad routes that 
reform can follow. First, the regulatory agencies can be detached 
further from the political process, in order to give them the 
independence and integrity which they need to make "impartial" 
decisions in their own areas of competence. Alternatively, they 
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can be drawn more closely into federal and provincial political 
processes. In some circumstances, their decisions would then 

be more timely and politically relevant, with the cost being 

some loss in their capacity to be neutral, and to be seen as 
neutral. Which of these two major routes is selected must depend 
on the individual circumstances confronting each regulatory 


agency. 


E. MECHANISMS FOR REGIONAL INPUT TO REGULATORY AGENCIES | 


The need for consideration of regional concerns in 
regulatory agencies is clear. There are, however, a number of 
ways by which this could be accomplished and these must be 
analyzed on a case by case method to determine the appropriate 
course to take for each agency. For instance, the function of 
the Tariff Board might better be handled within government 
departments themselves whereas in the case of agencies such as 
the NEB, a quasi-judicial, independent status appears most 
appropriate. 

Four methods of regional accommodation which warrant 
consideration are as follows: | 

i) formal provincial representation on the restructured 
agencies; 

ii) continuing informal consultation between provincial 
officials and the regulatory authority; 

iii) new or amended mandates for the agencies, allowing 
them to consider "regional equity" or fairness in 
making their decisions. The involvement of the 
regulatory agencies in the political process would be 
increased through more direct links to government, and 
regulatory officials would not be allowed to hide ; 
behind the pretence that their decisions were legal 
rather than political ones; and 

iv) support for more public and open procedures for 
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the agencies, insisting that they represent other groups 
(such as importers and consumers) as well as producers. 
It seems evident that the provinces, whose public is 
part of the general public would benefit from a freer 
flow of information from the regulatory agencies, and 
from attention to the needs of consumers (who seek 
lowest costs) as well as the needs of producers. High 
calibre, disinterested representation on the boards 

of these agencies would help to ensure the public 
interest was defined in an enlightened way. 


i) Mechanisms for Regional Accommodation - Representation 
It may be found necessary to directly seek this 


accommodation either by seeking provincial representation on such 
agencies, or by altering the mandates of such bodies so that 
regional accommodation can be effected. Regional representation 
can be of three types, varying according to the level of control 
the province would have over the regional representative. In the 
first type, the province would directly appoint its own official 
representative, as has been proposed for a restructured Economic 
Council of Canada. It would be expected that in this type of 
situation the representative would vote largely according to the 
wishes of his or her province. 

In the second situation, the federal and provincial 
governments would consult prior to making non-governmental appoint- 
ments to the regulatory agencies. This consultation would prevent 
a candidate being selected that a province disapproved of, but it 
would be assumed that the individual selected would vote according 
to his or her own preferences. Both in the case of the Export 
Development Corporation and the Bank of Canada, this type of 
representation would seem to be useful. In the case of the EDC, 
the reason for seeking official representation would be to ensure that 
information about upcoming contracts could be promptly communicated 
to Western companies. In recent years, the EDC has had a good 
record of providing loan insurance to Western companies, but there 
is some evidence that loan financing could be improved. 

In the third situation, appointments would continue to be 
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federally made, as they are now, but stronger efforts would be 

made to ensure that all the regions were well-represented. For 
instance, positions could be granted on the basis of one per 
province rather than on a per capita basis. This solution might be 
desirable in the case of those agencies where policies had a strong 
regional content, but there was reason to continue to shield the 
regulatory process from government intervention. The Canadian 
Transport Commission and the National Energy Board might benefit 
from this type of representation. Generally, however, this type 

of representation is not likely to produce significant regional 


input. 


ii) Mechanisms for Regional Accommodation - Informal Consultation 


For the most part, it appears that better communication 
at the official level would improve the situation as much as 
regional representation on governing boards. The designation of a 
provincial official to serve as liaison with each regulatory agency 
is a useful first step in improving the consultative relationship. 
In the case of the Bank of Canada, some input at the official level 
on long-range policy should be sought. However, it is usually 
the routine harmonization of policies which should be sought 


through informal consultation. 


iii) Mechanisms for Regional Accommodation - New Mandates 
The record of the Anti-Dumping Tribunal showed that the 


Anti-Dumping Act was poorly worded in that it did not practically 
allow a regional market exclusion. Only a few other agencies have 
similar problems with their mandates, such as the Tariff Board and 
the CTC: 

In the case of the CTC, one radical suggestion has been 
made that the whole commission be restructured along regional 
rather than the functional lines on which it is now constituted. 


J. W. Langford, "The National Transportation System: Restructuring 


for Effective Regulation", in K. M. Ruppenthol and W. T. Stanbury 


eds. Transportation Policy: Regulation, Competition and the 


Public Interest, Vancouver, Centre for Transportation Studies, 


1976, pp. 93-108. 


—— 
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This solution would both allow more attention to inter~-modal 
questions (which were stressed in the National Transportation Act) 
and would encourage regional accommodation, in that the question of 
cross-subsidization would be solved. This suggestion needs 
examination by both federal andprovincial parties. If each 
regulatory agency were regularly assessed at the appropriate federal- 
provincial forum, broad policy concerns of the provinces could he 
transmitted to the agency by the C.I.C.S. 


iv) Mechanisms for Regional Accommodation - Broadening the 


Consideration of the Public Interest 

Some suggestions have been made that the position of 
consumer advocate be institutionalized in a separate agency or 
within certain agencies such as the CTC, and it would appear that 
this step might protect the regions as well or better than specific 
provincial representation. Regulatory agencies need to be continually 
forced to re-examine what the "public interest" is, and they must , 
be forced to consider all the public. Otherwise they will simply 
act to defend the special producer interests which they were intended 
to control. For instance, if a new Trade Review Board were created, 
it might be desirable to let consumers, importers, provincial 
. representatives and labour associations, as well as domestic 
producers, bring grievances forward. Agencies such as the Tariff 
Board which do not even feel compelled to make an annual report, 
and are able to sit indefinitely on appeals are in neither the 
provincial nor the public interest. In general, the more open 
the £low of information is from the agencies, the more the provinces 
would gain, since they would be able to get timely economic 
information. 
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CONCLUSION | (| 


The formal meetings of the Prime Minister and 
Premiers and of their ministers form the core of the federal- 
provincial political process. Given the heavy demands on 


this system in the 1970's, ways must be sought to upgrade 


iain 
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and streamline it. Some principal reforms might be: 


- greater structuring of consultative forums in terms of 
organizational co-ordination and inputs from support groups, 
as well as a system of review and evaluation which would 


improve or eliminate unnecessary or ineffective forums. 


- clarification of procedural issues. Included must be 
procedures for the regular scheduling of meetings, formulation 
of agendas, selection of conference chairmen and achievement > 
of consensus. 


- attempts to ensure that governments recognize and take account 


of the results of intergovernmental consultation. 


- formal recognition of the numerous areas of federal-provincial 


aN 


concurrent interest along with some formal obligation for 


intergovernmental consultation in these areas. 


These procedural problems with federal-provincial 
decision-making are accompanied by certain substantive problems. 
These issues concern the nature and quality of economic 
information and research available to governments in these 
forums. The structuring of national data, and access to 
information without freedom of information legislation contribute 
to a situation where the regions often lack the economic 
research considered vital to an understanding of their own 
region as well as the impact of national economic policies 
on their particular regions. It would appear, then, that: 


i) a more adequate flow of economic information 
to the provinces is desirable; - 
ii) a restructured Economic Council of Canada should 
produce more research relevant to the regions; 


iii) 
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research should be transmitted to the Canadian 
Intergovernmental Conference Secretariat for 
distribution to the provinces well in advance 


of meetings. 


Supplementing the problems of assembling and providing 


access to the 


research necessary for economic policy decisions 


and the problems affecting direct federal-provincial consultation 


and negotiation, are difficulties in the implementation of 


broad policies. These difficulties concern both coordination 


between the regional governments and federal government 


officials, and coordination between provincial officials and 


the staffs of 
corporations. 


i) 


In 


it) 


iii) 


federal regulatory bodies, including the crown 
In both these cases it is recommended that: 


federal officials maintain informal consultative 
relationships with provincial officials. This 


will overcome provincial complaints of a fait 


-accompli by a federal agency or department. 


These informal relationships would be encouraged 


if the provinces designated an official responsible 


for consultation with each agency, department, or 


part thereof. 


‘the case of regulatory agencies: 


official provincial representation should be 
encouraged on some governing boards, particularly 
the Export Development Corporation and the Bank 
of Canada. 

changes must be made to the mandates of certain 
agencies to ensure regional accommodation. Such 
accommodation should be compatible with the broad 
policy directions suggested in the National 
Economic Strategy. 
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iv) to ensure that policy-making (Stage I) is 
linked to implementation, the functions of the 
regulatory agencies should be periodically 
assessed in appropriate federal-provincial 


meetings. 


Appendix 


THE CANADIAN REGULATORY SYSTEM FOR DUMPING: A CASE STUDY 


THE CANADIAN DUMPING SYSTEM 


Several agencies have responsibility for international 
trade matters in Canada. The Tariff Board has seven members, and a 
small research staff of economists. The budget requested for 1977-78 
was about $800,000. The Board does print its decisions, but 
produces no annual report and generally appears to be less account- 
able and less efficient that the Tribunal. In 1976, the Board 
received 70 appeals, and responded to only 29 of them. The average 
time to reach a decision appeared to be well over 6 months. 

The Canadian Trade and Tariffs Committee (CTTC) was set 
up in 1973 to prepare for the Tokyo Round. It is simply an 
information-collecting body which holds hearings on how the public 
views Canada's long-term interests in international trade. The 
provinces make submissions to it along with non-governmental groups. 
However, the provinces complain that this agency is totally 
separated from the policy-making process. Moreover, the provinces 
are not given access to other industry briefs submitted to the CTTC 
which would allow them effective input into the policy-making 


process which cccurs not in the CTTC, but in the government. 

While the Canadian Trade and Tariffs Committee and the 
Tariff Board are involved in international trade regulation, the 
Anti-Dumping Tribunal is the only regulatory agency handling just 
dumping problems. As its name. implies, the Tribunal's function is 
that of adjudication. The government first determines, over a 
period of up to 7 months, whether dumping has occurred. Preliminary 
duties are then applied. The Tribunal must determine whether 
Material injury to producers of like goods has occurred given the 
legal criteria established in the Anti-Dumping Act. The Plaintiff 
must give evidence of damage, and must show that the fcreign company's 
price in the home market is definitely lower, a difficult piece of 
evidence to collect. Only firms and the Deputy Minister of 
Customs, National Revenue and Excise can lay complaints, so that 
other groups are excluded from the process. 


Federal action to control dumping is defined in the 
Anti-Dumping Act, 1968-69, c. 10, s.l. Besides defining what 
constitutes dumping, the Act set up an Anti-Dumping Tribunal to 
adjudicate when a domestic producer lays a complaint. However, once 
the Tribunal makes its ruling, the imposition of the duty is 
maintained or lifted by the Deputy Minister for National Revenue, 
Custom and Excise. The anti-dumping duty is only applied to those 
countries found guilty of dumping. 

Once decisions have been made on dumping, there are a 
variety of ways to alter them. An appeal can be made through the 
Canadian Anti-Dumping Act 7 (1), which states that “the Governor- 
in-Council may exempt any goods or classes of goods from the 
application of this Act In the case of regional markets, those 
appealing can argue that the reference to Article 4 of the Anti- 
Dumping Code in the Canadian Anti-Dumping Act (Article 15) implies 


®Yecognition of regional exclusion. 


While dumping itself does not appear to be contrary to 
present international law, some anti-dumping measures may be. The 
1963 Anti-Dumping Code was signed under the broad umbrella of the 
GATT system to specify the limited conditions under which anti- 
dumping measures could be taken!, There are no international proced- 
ures for investigating dumping, nor any sanctions which can be 
applied against countries which contravene anti-dumping rules. 

Some two dozen countries (generally the OECD group) have signed the 
code and these probably have some form of anti-dumping legislation. 
Although comparative statistics are difficult to establish, Canada 


may use its anti-dumping legislation relatively frequently. 


According to R. de Grey, The Canadian Anti-Dumping System 
Montreal, Private Planning Association of Canada, 1973, (p. 74) 

the Anti-Dumping Act could allow regional exclusion in 2 ways: 

"One would be for the Tribunal to define the category of goods. 

to which its finding applies in such a way as to limit the 
application of the duty to goods destined for the region concerned. 
Another approach would be for the government to exercise its 

power under Section 7 to exempt the goods at issue from the duty 


when destined for markets in Canada outside the region“. 


The position of the Federal government is clearer with 


respect to anti-dumping than to dumping itself. Canada is a 
signatory to the Anti-Dumping Code, and participated in the 
negotiations establishing the Code. One of the articles in the Code 
that Canada actively promoted embodies the regional market system 
(Article 4). This Article seeks to establish ways to allow anti- 
dumping regulations to be applied to the affected part of the 
country, rather than the whole country. Canadian interest in this 
aspect of international dumping derived from a case involving 
Canadian imports into the United States' Pacific Northwest. The 
single United States domestic producer in that region (which 
Claimed to be injured by the dumping) of a "like good" was located 
in Colorado. Other United States producers were separated from the 
Colorado product and the Canadian dumped product by a freight 
barrier. The United States regulatory authority ruled universal 
injury to United States production although the injury was clearly 
regional in nature. However, while the Canadian government was 
quick to see theinjustice of treating regional markets as national 
markets by other countries controlling dumping, it was not so 
quick to apply this part of the code domestically. Thus, Canadian 


law does not have an explicit regional exclusion clause. 


The Tribunal has a chairperson, vice chairperson and 
three other members, of which three must be present for any one 
case. Decisions are by a majority vote of the three. The Tribunal 
has a relatively small support staff (22 were requested for 1977-78). 
Program expenditures were $702,000 for 1977-78. However, the Tribunal 


has access to the full federal support system, including Statistics 
Canada. Moreover, investigation into the determination of dumping 
prior to the Tribunal hearings is carried out by a full revenue 
investigation. The hearings themselves have both Open and closed 
sessions, the latter dealing with confidential business information. 
Although the Tribunal acts in response to a preliminary judgement 
by the Deputy Minister of National Revenue, Customs and Excise, 
the Tribunal is an independent body reporting through the Minister 
of Finance to Parliament. It submits an annual report to Parliament. 
Since the Tribunal was established in 1969-70, the 
workload has grown, with a sudden increase in the number of cases 
after late 1976. Thirteen findings were handed down in 1976. 
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Whether the caseload will continue to increase is uncertain. 
While the current recession is encouraging protectionist moves, the 
recent decline in the value of theCanadian dollar may lessen the 
attractiveness of Canada as a dumping site. In addition, the 
scope of the Tribunal's authority may be broadened, since the 
federal government has issued regulations whereby investigations are 
made of subsidized goods from other countries, with thepurpose of 
applying countervailing duties. The Tribunal will apparently be 
involved in this issue. 

The Tribunal has found material injury in about 30 cases 
since its inception. Of a total of 50 countries whose companies 


were charged, the national breakdown was as follows: 


Country Times Charged 
United States 14 
Japan 10 
Taiwan 4 
South Korea, Hong Kong, 

Switzerland, France, U.K. = 
West Germany 2 
Nine Others 1 


It must be stressed that these countries are Canada's major trading 
partners. They are the countries on which Canada depends to 

expand its export markets, not developing countries as might 

be popularly supposed. Of the 30 cases, almost all involved 
Central Canada (several were Manitoba, however) and none of the 
domestic companies submitting complaints appear to have been based 
in British Columbia. 

In one of its most recent decisions, the Tribunal ruled, 
in December 1977, that a number of foreign companies (from Japan, 
the United Kingdom, France, Luxemburg and South Africa) had dumped © 
wide-flanged steel into the market normally held by Algoma Steel. 


Algoma is a Canadian company, and an Ontario based subsidiary of 


Canadian Pacific. British Columbia and Newfoundland had argued against 
the plaintiff on the grounds that Algoma was not active in their 


regions. However, the Tribunal declared that a regional market 
consideration was irrelevant in this case. It thus confined itself 
to determining injury to the domestic producer of wide flange steel, 


ae 
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without taking into account the damage that anti-dumping restrictions 
would cause to others in Canada. Beyond these regional problems, 
however, the Tribunal appears to function reasonably well. The 
Tribunal, unlike the Tariff Board, produces prompt decisions as 

a result of the 90-day requirement. 


1. REGIONAL ASPECTS OF DUMPING REGULATION IN CANADA 

For several reasons, the Tribunal's decisions may adversely 
affect the regions. Most of the complaints come from Central 
Canada where most of our domestic manufacturing occurs. Since 
those regions on the periphery pay a premium to buy domestic 
products, anti-dumping restrictions are certain to generally be 
more harmful to the West and the Maritimes than to Central Canada. 
Secondly, the decisions do not usually consider problems which an 
anti-dumping decision will cause beyond the geographical area which 
raised the case. The Canadian market is not large enough to support 
a large number of domestic producers, so that there is usually 
one domestic producer and all of Canada is considered its single 
domestic market. For instance, in one case in which raisins were 
declared to be dumped, a British Columbia industry which simply 
packaged raisin imports was not considered a domestic producer or 
industry on the grounds that it was too small. 
In the case of Algoma Steel, British Columbia industries 
depended on offshore supplies, as they do for many goods. This 
dependence on offshore supplies has resulted from a freight 
barrier from domestic sources and supply limitations of domestic 
producers located in eastern Canada. These circumstances of 
location and capacity created a separate regional market in British 
Columbia, in which both sources and customers differed from those in 
Central Canada. Because competitively priced offshore imports were 
available to British Columbia certain industries have been able 
to developin the province. These industries were able to compete 
for business in British Columbia and Alberta and, in return, the 
province gained jobs and income in the processing and sale of these 
goods in markets in British Columbia and Alberta. These income 
.and employment benefits would not have occurred had a steady supply 
of competitively priced offshore steel not been available. 


The nature of the British Columbia economy, extractive 
and export-oriented, determines its extreme vulnerability to world 
market conditions. The industrial base has been slow to develop, 
and industries which help to broaden the province's economic 
profile are essential to its sustained development. The net 
effect of the anti-dumping duty made in the Algoma Steel case may 
be to destroy British Columbia secondary industry established in 
a clearly separatemarket, in view of the fact that Japan retaliated 
against the procedure by cutting off supplies to British Columbia. 


The Tribunal was charged with the protection of domestic industry, 


but in this and other cases its terms of reference only allowed 
it to consider the domestic producer laying the complaint. 

In the EEC countries and in the United States, there is 
encouragement of informal attempts to solve dumping issues, before 
legal procedures are commenced. Such informal efforts are apparently 
not undertaken in Canada, one reason being that such efforts might 
be construed as collusion. Thus the Deputy Minister of Customs, 
National Revenue and Excise, in his initial finding of dumping and 
the Tribunal itself settle most of the cases. The Tribunal bases 
its judgements on a strict interpretation of its mandate. The 
decisions of the Tribunal are frequently appealed. In five of six 
decisions appealed to the Federal Court in 1976, the decision of , 
the Tribunal was upheld. 

While the federal government has altered the previous 
decisions of the Tribunal, it has not done so before for the 
reason of regional accommodation. If the federal cabinet responds 
to British Columbia's current appeal to it, such a solution will 
obviously be desirable for this particular case. However, it is not 
certain if a precedent will be established for the Tribunal itself 
to take regional accommodation into account in the future (though 
it may well set a precedent for the Cabinet). Therefore, it will 
still be necessary to look at long-term changes. In the event that 
the Cabinet does not support British Columbia's appeal, the need 
to seek changes will be considerably more urgent. Generally, . 
there is a need for more consultation with the provinces in the 
pre-crisis stage, rather than the present system, in which the 
federal government seeks to accommodate regional interests only 
after irreparable damage is done. | 


La 


« 


2. RECOMMENDATIONS FOR THE REGULATION OF DUMPING 

. Given the growing use of non-tariff barriers (NTB's) in 
the international economy, the federal government (in conjunction 
with the provinces) should review the potential effect of such 
barriers on Canada's trading position. If it were judged that NTB's 
constitute a significant threat to trade (as they almost certainly 
do) it might be desirable to make major institutional changes, in 
order to integrate decisions on tariffs and dumping into the 
ongoing governmental process. The Tariff Board and the Anti- 
Dumping Tribunal could be merged, and placed under the responsibility 
of the Minister: of Industry, Trade and Commerce or Customs, National 
Revenue and Excise (although IT&C would be much preferable). The 
merged agency might be described as a "Trade Review Agency" whose 
staff would issue its own decisions on dumping and tariff reviews, 
after consultation with the provinces. The Appeals process could be 
made available to a broad spectrum of groups, rather than being 
limited to producers. -The advantages to this radical restructuring 
are that decisions would no longer be made in isolation, using 
outdated or incomplete legal criteria. The decisions could 
properly be made by the staff of economists and perhaps trade 
lawyers, since such decisions involve primarily economic and technical 
issues, rather than judicial questions. 

Alternatively, if the present system were maintained, 

certain reforms could be introduced which would generally help 
the provinces to initiate trade questions and so prevent the 
excessive use of the Tribunal. The reasons for trying to main- 
tain but minimize the use of theTribunal are that its extensive use 
May trigger international economic retaliation and that it is 
extremely difficult for the federal government to continually 


overthrow legal decisions after they have been formally reached. 


It should be possible to encourage informal consultation 
among the industry and federal and provincial officials before 


commencing action under the Tribunal,(i.e. during the period in 
which the Deputy Minister of Customs, National Revenue and Excise 


is carrying out his investigation to determine dumping). Such 
consultation should be exempted from charges of collusion, since 
this type of consultation would be most valuable if it could reduce 
the chance of international retaliatory measures 


os 


Over the long-term, representatives to the Tribunal might 


be selected in consultation with the provinces, or the people 
chosen should be selected for their expertise. Those having 


vested interests associated with the Tribunal's work should be 


excluded. 


Most importantly, there is a need for a better expression 
of regional problems in Canadian legislation since it should not be 


possible to find dumping generally, if one region in no way affects 
the situation. Improvements could be sought by clarifying existing 


provisions for regional accommodation, or by promoting some new 
general provisions which would indirectly help the regions. Using 
the first approach, Article 4 of the GATT Anti-Dumping Code could 
be fully reproduced in the Anti-Dumping Act, rather than just 
being referred to, as is the case now with Article 15.4. Since 
even Article 4 does not entirely reflect the Canadian problem of a 
Single producer, other changes in the Act would have to be made to 
reflect the fact that transport costs and special regional marketing 
conditions may create separate markets in which one producer 

sells almost none of a good. Using the second approach, some 
general changes could be made to indirectly, though perhaps no 

less effectively, protect the regional interest. For instance, the 
Tribunal could be required to consider what material injury would 
be caused by the imposition of anti-dumping duties. Exclusion 
could be stressed for semi-manufactured goods undergoing further 
processing in Canada. Alternatively, a sectoral approach could be 
followed, such as the trigger pricing system suggested by British 
Columbia for steel imports. 
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SECTION I 


Recent Canadian Monetary History: An Example 


Of all instruments available to the Federal Government 
for directing the course of economic activity, monetary policy has 
been least understood. In recent times, 1950-1977, it has been 
believed that monetary policy (1) had little impact on real economic 
variables in the economy; (2) was weak, but could be used for 
fine tuning through regulation of credit conditions and interest 
rates; (3) was very powerful and could be used in the short run 
to influence the economy through interest rates; (4) was very 
powerful but far too unpredictable to use in short-term 
stabilization. The dramatic shift in opinions concerning monetary 
policy has been due, in part, to extensive theoretical developments 
by monetary economists, but mainly because the economy has been 
characterized by coincident bouts of double digit inflation and 


historically high unemployment (i.e. stagflation). 


Perhaps 1969 is the most appropriate starting point for 
a rapid review of relevant events. In 1969 the Canadian government 
was intent on reducing the rate of increase in prices which, at 
that time, approached 5%. The two prongs of this attack were tough 


monetary restraint and the Prices and Incomes Commission. 


In the course of this monetary restraint, high and rising 
Canadian interest rates attracted capital flows from abroad, 
particularly the United States. Canada had maintained a fixed 
exchange rate since 1962, and the capital inflow put considerable 
upward pressure on the exchange rate which was offset by selling 
Canadian dollars through the Foreign Exchange Fund and then 
reducing Government of Canada deposits in the chartered banks to 
prevent an increase in the money supply. There was clearly a limit 
to this practice and on Sunday, May 31, 1970, Canada reverted to a 


"flexible exchange rate", allowing the dollar to appreciate. 


At this stage, monetary authorities should have learned 


a valuable lesson. It is impossible to direct monetary policy 


towards domestic stabilization (i.e. controlling prices, interest 
rates, etc.) and control of the exchange rate at the same time. 


Unfortunately, five years would pass before this point was realized. 


After the 1970 float, monetary authorities dida 
quick about face, turning from tight monetary policy to combat 
inflation to monetary expansion to ensure that the "floating rate" 
stayed within a suitable range. Instead of letting the exchange 
rate seek its market level, while using the freedom flexible rates 
imply to pursue an independent monetary policy, monetary authorities 
embarked on a course of double digit monetary increases which were 
unwarranted and ultimately disastrous. Table I shows that the 
money supply defined asS currency in circulation plus demand 
deposits (M,) grew at extremely high rates after 1970. This was 
also the case for M, an alternative measure of the money supply 
defined as currency in circulation plus time and demand deposits. 
(NOTE: ~ BOER M) and M, exclude government deposits). The rate of 
inflation started to climb:in 1972, reaching a peak of 94.742 in 
1974 and averaging 10.9% from 1973-1976. The lag between the 
increases in the money supply and the rate of inflation reflected 
the time taken for the monetary increases to work their way 


through the economy. 


TABLE I : 


Percentage Changes 


M M Inflation Rate GNP at ; 

Year, mn ws GNE Deflator Constant Erices 
1969 Toe Sine 4.4 

1970 213 ayego 4.7 

1971 L238 14.4 Suk 

L972 L420 1%. 6 50 

LO%3 14.4 13.4 ee? 

1974 9.7 20.0 ae 3 St oy 

1975 lee re. LSPS VO sek 

1976 Yeas LfssO 925 


1. Source: Bank of Canada Review, September 1977, Table l. 


Understanding Monetary Policy and Monetarism 


At some point in the stagflation process monetary 
authorities realized that their view of how changes in the 
money supply impacted upon the economy was distorted. It had 
been believed that the main target should be nominal interest 
rates which, in turn, would influence consumption and investment 
in the private sector and lead to changes in output and/or prices. 
The experience of the 1970's with its unacceptably high rates of 
inflation and unemployment combined with the entrenchment of 
widespread expectations that chronic inflation would persist 
caused monetary authorities to consider the view that changes in 
the money supply had a much more direct influence on the economy. 
In particular it was argued by many economists that rates of 
increase in the money Supply that were too far in excess of the 
rate of increase in real growth in output (GNP) would cause 
inflation. As shown in Table I, during the period from 1970-77, 
the rates of increase in the money supply (however it is defined, 
ben = M, Or M,) have been from two to seventeen times greater than 
the rates of increase of GNP at constant prices. This fact 
serves as evidence for the proponents of monetarism in their 
criticism of past monetary policy. Monetarism, like any theory 
or philosophy, has many nuances in meaning, especially when 
translated into policy. An attempt will now be made to clarify 
the meaning of monetarism and indicate the policy implications 


which arise from that concept. 


The essence of the concept of monetarism concerns the 
way increases in the money supply work their way through, and 
ultimately impact upon the economy. The prevailing economic 
belief for about two and a half decades has been that changes 
in the money supply cause a change in interest rates through 
the changes which take place in the portfolios of financial 
securities. The change in interest rates then cause changes in 
real investment and that in turn causes a change in aggregate 


demand which results in a change in output and/or prices 


depending upon excess capacity and structural conditions in the 
economy. This scenerio is part of what is termed ‘Keynesian 

economics' or sometimes the 'New Economics'. It is the role 

that economists interpreted for money from the famous book | 

The General Theory of Employment Interest and Money written by ~ ( 
J.M.' Keynes in 1935..,.Whether.or not this) isthe role Keynes 

really saw for money is of little importance for this discussion, 

since it was interpreted as outlined above and ultimately translated - 

into policy. "Keynesians' believed they could 'fine tune' the 

economy by changing the rate of increase in the money supply which 

through the interest rate mechanism influenced investment and 

ultimately output and/or prices. 'Keynesians' also felt that 

monetary policy was quite predictable although not always strong 


enough to stabilize the economy particularly in deep recessions. 


The monetarist economists did not dispute the fact 
that changes in the money supply would cause changes in interest 


rates, however they felt the Keynesians took too simplified a 


— 


view of the situation. In particular they depict the economy 
as a group of asset holders who adjust their portfolio of assets 
to equalize the rates of return they derive from these assets. 
The range of assets considered stretches all the way from cash, 
bank accounts, financial securities, to consumer durables, cars, 
houses, etc. Each of these items yields the holder. a -senvices. a 
rate of return, and although most of these rates (called own 
rates of interest) are not published or readily observable they 
are none the less real. When the money supply increases someone 
must hold more of this particular asset which causes the rate 
of return from holding this asset to drop. In the process of 
Once again equalizing the rates of return on all assets, which © ir 
have been disturbed by the change in the money supply, ) 
expenditures take place on a whole range of items. Note the iat es ( 
difference in the range of expenditures that will eventually 
take place compared to the Keynesian explanation. 

Since the mechanisms through which money affects the ( 
economy are complex involving hundreds of thousands of mostly 


unobservable 'own rates of interest’ which in turn cause 
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view of the situation. In particular they depict the economy 
as a group of asset holders who adjust their portfolio of assets 
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once again equalizing the rates of return on all assets, which 
have been disturbed by the change in the money supply, 
expenditures take place on a whole range of items. Note the 
difference in the range of expenditures that will eventually | 
take place compared to the Keynesian explanation. 

Since the mechanisms through which money affects the 
economy are complex involving hundreds of thousands of mostly 


unobservable 'own rates of interest' which in turn cause 


expenditure changes, the impact of changes in the money supply on 
the economy becomes uncertain with regard to timing, size, and 
location. The lags between changes in the money supply and 
ultimate impact on the economy are long and variable. The 
strength of the impact of a given change in the money supply can 
have wide variability but is far more powerful than Keynesians 
normally believe. Given the myriad of own interest rate adjustments 
the sectoral impact is uncertain. In the past the uncertainty 
arising from the complexity of the monetary mechanism has been 
compounded by the tendency for monetary authorities to make 
serious errors in both the magnitude and timing of monetary policy 
due to their erroneous perception of where the economy is in the 
business cycle, and an incorrect belief as to the impact their 
policy will ultimately have. The prescription for monetary policy 
which follows from the theoretical basis of monetarism, empirical 
evidence, and a track record of blunders by those in control of 
the money supply is that the money supply should increase enough 
to accommodate economic growth without an unacceptable rate of 
inflation rather than in a 'discretionary' interest rate targeted 
manner based on faulty theory and an often distorted factual 


perception of the economy. 


The monetarist prescription is often stated more 
strictly as a ‘rule’ which would allow the money supply, 
appropriately defined, to grow at a rate equal to the trend 
rate of growth of GNP. However the exactness of the monetary 
rule depends upon the situation. Over time the structure of the 
economy changes, payments mechanisms change, institutional 
arrangements change, and random shocks are often imposed from 
outside of the system. To take account of these and other 
factors the type of 'monetary rule" applied should have some 
flexibility. For example this flexibility could mean that the 
money supply would increase within a 4% band around the trend 
rate of economic growth. In addition to some flexibility, 
the imposition of a monetary rule obviously takes time, especially 
when past rates of monetary expansion have been excessive, to 


avoid shocking the economy into a recession. Nevertheless some 


form of monetary discipline is necessary if reasonable price 
stability is desired and given the present state of economic 
theory and our record of past monetary policy performance, the 
best form for this discipline to take iS some variant of. a 


monetarist rule, 


Inflation and Expectations 


It is often difficult to understand strong monetarist 
statements such as, "Inflation is solely and entirely a question 
of the quantity of money and is not a necessary consequence 
of any kind of political or other action” (Von Hayex 2975) and 
"Inflation is always and everywhere a monetary phenomenon” 

(Milton, Freedman 1968), in light of recent debates concerning 
inflation. In its early stages the inflation debate often 
centered on business and labour. Business was accused by 

labour of increasing its profit share through unwarranted price 
increases while labour was accused of demanding excessive wage 
increases leading to cost-push inflation with business merely 
passing along the increased costs in the form of higher prices. 
Both business and labour expected (and were correct) that monetary 
authorities would accommodate accelerating increases in costs 

and prices with increasing amounts of money. Moreover as time 
passed expectations about an ever-increasing rate of inflation in 
future were built into demands of both business and labour creating 
a self-fulfilling prophecy. However this inflationary spiral 
could only continue with the vigor displayed in the mid 1970's if 
monetary increases fueled the fire. it 45 41 this sense (thax 
inflation is solely a monetary phenomenon. Excessive monetary 
increases can trigger an inflationary period which will be 
strengthened by inflationary expectations on the part 

of business and labour. However, the inflation cannot persist | 
without continued monetary expansion. 

Again’’the 1969-1970 ‘exper Teice sin Canada provides an 
example. In 1969 monetary authorities were trying to restrain 
price increases through tight monetary policy and hence prevent the 


kind of "expectations spiral" which eventually leads to excessive 


wage and price increases. Had this policy been pursued after 

the dollar was supposedly allowed to float, then Canada's price 

and wage performance would have been considerably better than that 
of her major trading partners. At the time, it was argued that 

if the exchange rate appreciated considerably above parity with 

the American dollar Canada's competitive position on inter- 
national markets would be seriously eroded. While in the short 

run this is true, could anyone now argue that Canada would not 

have been better off to let this happen while wages and costs 
increased in line with productivity? If this had happened, Canada's 
competitive position would have been assured in the longer term. 
Instead, monetary authorities allowed excessive increases in the 
money supply, holding the exchange rate near parity with the U.S. 
dollar, and in effect imported the inflation rates and expectations 


that have proven so disastrous. 


Current Monetary Policy: The Bank of Canada 


On September 22, 1975, the Governor of the Bank of 
Canada announced that "Whatever else may need to be done to bring 
inflation under control it is absolutely essential to keep the 
rate of monetary expansion within reasonable limits."* In the 
weeks following this speech the details of the Bank's “monetarist" 
type policy became clearer. The Bank would aim to steadily reduce 
the rate of growth in currency plus chartered bank demand deposits 
(M,) until it became more in line with the real rate of growth 
of the economy. The actual range defined, over the year following 
the announcement, was to be between 10% and 15%. This was still 
far in excess of the real rate of growth of GNP, but a policy of 
gradualism was recognized as necessary Since a sudden reduction 
in the rate of growth in the money supply would have imposed a 
serious recessionary shock on the economy. In light of their 
new monetary stance the Bank of Canada also realized that "the 


pursuit of a policy of stable monetary expansion requires that 


2. Bank of Canada Review, October, 1975. 


interest rates and the exchange rate be allowed scope for such 


. eS 
movement as may be needed in either direction. 


The first year of the Bank of Canada's new monetary 
policy coincided closely with the first year of the Anti-Inflation 
Program. . During the first part of the year the rate of growth 
Ot M stayed higher than the upper limit set by the Ramk but 
dropped off through spring and summer 1976 allowing the Bank to 
Ll: The mid 


point of this range, 12%, would have allowed @n the basis of 


achieve its target of between 10% and 15% growth in M 


past performance)an increase in nominal output of about 13%. 
This in turn would have allowed real output growth of 5% and 
inflation of 8%. This coincided with the target set by the AIB 
from October 1975*tosOctober 719764. 


In August 1976 the Bank of Canada announced that the 
target rate of monetary expansion would be reduced to a range of 
8% to 12% from a three month base centered on March 1976. Although 
there was considerable fluctuation in the path of M, Over the 
period this target was achieved and in October 1977 the new target 
of betwen 7% and 11% was set by the Bank of Canada for the coming 


year. 


It would appear that the Bank of Canada has had 
relative success in attaining itS monetary targets while at the 
same time recognizing that it would be unwise to be too rigid in 
its application of monetary restraint particularly in view of 
Sharply rising food costs and the impact of the depreciation of 
the exchange rate. Although prices have risen faster than expected 
in 1977 this is in great measure due to the aforementioned food 
costs and lower valued Canadian dollar. Despite this the two year — 
average (1976 and 1977) of price increases is still below the 


Anti Inflation Program's targets.” In conclusion the Bank of 


3. Bank of Canada Review, April, 1976. 


Review, November 1977. a , 


Canada's emphasis on a controlled and decelerating rate of monetary 
expansion has had considerable success and in general should be 
supported as part of the longer term strategy for recovery from 


stagflation. 


Roadblocks to Implementation: Technical Issues and 
Government Financing Requirements 


While the current philosophy of the monetary authorities 
appears to be in the right direction, there are difficulties with 
implementing these rational intentions. The first of these 
concerns the Bank of Canada itself. The second, and perhaps the 
more important of the two, concerns financing requirements of the 


Federal Government. 


Technical Issues 


While there is general agreement that the money supply 
must be restricted if inflation is to be controlled, there is not 
agreement about exactly what constitutes the money supply. The 


Bank of Canada attempts to control M,, (currency and demand deposits), 


se? 
but some economists argue that the theoretical implications of 


their monetarist philosophy indicate that M,, (currency, demand 


Del 
deposits, and time deposits)or some other broad definition of 

the money supply should be the operative concept. It is interesting 
to note that while My grew by 7.9% in 1976, well within the set 


limits, M., grew at 17%, which is obviously an excessive expansion 


z 
if M, is in fact the better definition of the money supply. 


2 
In addition to the controversy concerning the most 
appropriate definition of the money supply there is criticism 
over the way in which the Bank of Canada attempts to control M, - 
There is considerable evidence that the Bank tries to control My 
through interest rates (the demand side) rather than through the 
supply side. This may cause excessive swings in monetary 


aggregates and interest rates. Critics of the Bank's approach 


bos 


suggest that a more direct method would be to monitor the monetary 
base (currency in circulation and chartered bank reserves with the 
Bank of Canada.) These economists claim that the Bank's interest 
rate control method is a left-over from its traditional approach 


to monetary implementation. 


Government Financing Requirement 


Since 1974, the Federal Government has created an 
enormous financial requirement. In 1973 the Federal net 
financing requirement stood at $15 million, jumping to $1.8 
billion,in 1974: and. then tovS5: billions ig 119 /Sxend S450 .biiinon 
in Korg On October 20, 1977, Jean Chretien indicated that the 
estimate for 1977 is a whopping $8.8 billion. | 


The implications of a large net financing requir remenc 
are threefold. First, if the Federal Government borrows from 
the Canadian public, then this will mean higher interest rates, 
potentially "crowding out" the private sector. ‘Second, the 
requirement can be financed abroad which could have a significant 
impact on the exchange rate; specifically, it would tend to 
Overvalue it. In this case, private investors will be faced with 
lower interest rates than they would have if the government 
financed at home, but the overvalued exchange rate would erode 


Canada’s short run competitive position. 


Third, the government can resort to selling bonds to 
the Bank of Canada. This amounts to 'printing money' and implies 
an excessive monetary expansion if huge amounts of finance are 
involved. This point has critical implications for the monetary. 
policy currently being attempted by the Bank of Canada. If the 
Bank of Canada is forced to monetize (buy bonds from the federal 
government) an excessive amount of government debt due to its large 


net financing requirements then it may not be able to achieve its 


5. Bank of Canada Review, September 1977, Table 2. 


ely. 


monetary restraint targets. Thus the net financing requirement 


Of the’ federal government could operate as ‘a dangerous constraint 
to monetary control in Canada. 


The solution to these problems is a combination of 
reducing the government's net financing requirement to a size 
which does not impinge either on an independent monetary policy 
Or On private sector borrowing requirements, and financing this 
smaller sized debt when credit conditions are slack, backing 


off when a recovery begins and credit demands increase. 


Government Deficits Versus Net Financing Requirements 


When considering the solutions proposed at the end of 
the preceeding discussion it is important to distinguish between 
deficit financing -and the net financial requirement of the 
government. In essence, the government borrows to (1) cover 
operating deficits on revenue and expenditure transactions as 


reflected in the National Income and Expenditure Accounts, 
(2) to acuiuirestUndsmton. roll over: maturing debt. from the, past, 


(3) to acquire funds to be used for the purchase of debt 
instruments from crown corporations and other agencies, (4) to 
purchase foreign exchange, (5) to build up cash balances. The 
first of these reasons, borrowing to cover the difference between 
government operating expenditures and revenues constitutes deficit 
financing in the usual sense of the term. However any or all of 
the five reasons for borrowing can cause an excessive expansion 

of the money supply. Hence the Net Financing Requirement (NFR) 

is the relevant concept when investigating possible pressure for 


monetary expansion. 


As a further illustration of the importance of this 
distinction note that on a National Accounts basis, considering 
‘deficit financing' as defined in (1) above,the federal government 
had five surplus years between 1966 and 1976 with the largest 


deficit being $3.6 billion. However the net financing requirement 


Lives 


over the same period shows only one surplus year and consecutive 


borrowing requirements (1975-76) of nearly $5 billion. 


Finally this discussion has important implications 
for the use of fiscal policy in, stabilizing the tluctuations 
of the economy over the business cycle. Since this paper has 
advocated that monetary policy not be used for short term stabilization. 
this leaves only fiscal policy as a short term discretionary 
instrument. Yet in the previous discussion it was argued that 
the government's net financing requirement should be reduced. 
This apparent contradiction is in fact not a contradiction at. all 
for two reasons. First, in principle, the government could run 
deficits for the purpose of stabilizing the economy through fiscal 
policy without increasing the money supply. Further this should 
not cause excesSive crowding out or interest rate hikes if the 
economy is in a recessionary period. Second the portion of the 
net financing requirement that would arise because of fiscal 
policy has not been large in the past, and should not cause 
problems if other components of the NFR are reduced. Consider 
Table II below: 
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TABLE II = (Billions of Dollars) (Det ies. ioe. ooo ue 
Components of NFR 
Operating Revenue 
Cumulative Cash Foreign Advances & expenditure 
Period NFR Balances Exchange and loans transactions 
1970-74 SIT a / rer vor, aa. 0 1.9 6.4 = 1s, 0° (Sur plugey 


The table shows that there was actually a $1 billion surplus over 

the period 1970-74 on government operating and expenditure 
transactions. Unless drastic changes in the components of the 

NFR occur, the operation of fiscal policy for stabilization purposes 
should not put pressure on the money supply even if the requirements 


for this purpose were large. 


6. .Crozier, R.B.: 'inflation, Government ranancing, te Money 


Supply and the Fiscal Setting: .A, review of the Evidence®,; 
Ottawa 1976. 
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Section I: Summary and Conclusions 


The discussion in Section I of this paper has suggested 
that monetary policy can potentially contribute to a very large 
extent in clearing up our economic problems. Against a background 
of steady, but moderate, monetary growth, the inflationary 
expectations generated both in labour and business can be wound 
down. The combination of reasonable cost/price increases and an 
exchange rate which is free to float downward will ensure that 
Canada's competitive position is not eroded. Specifically the 
foregoing analysis suggests the following points as important 


in setting the proper tone for economic recovery from stagflation: 


Monetary authorities should follow a policy of reducing the rate 
of growth in the money supply (sufficient to reduce inflation), 


while still allowing scope for growth in output and employment. 


Current Bank of Canada monetary policy (Since September 1975) 
should in general be supported since it is attempting to 

achieve the objective outlined above by reducing the rate of 
growth in the money supply according to announced targets. The 
Bank of Canada must quickly sort out which monetary aggregate it 


should. control and how best to- control it. 


Monetary authorities must not lose sight of the fact that they 
Cannot use monetary policy to Control inflation, interest rates, 
and the exchange rate at the same time. In particular the 


exchange rate should normally be allowed to find its own level. 


The Federal Government should reduce the absolute size of its 
net financing requirement to prevent crowding out the private 
sector, overvaluation of the exchange rate through foreign 

borrowing, and especially to prevent the potential distortion 


of the monetary policy advocated above. 
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Regardless of the absolute size of the government financing 
requirement, it should borrow in recessions and ease out of the 


market during recoveries. 


The implementation of the above policies, specifically 
monetary restraint and a reduction in the net financing 
requirement of the federal government is compatible with the 


use of fiscal policy for stabilization purposes. 


SECTION UL 


In Section I of this paper the emphasis was placed on 
the importance of following a monetary rule. As illustrated 
there, if a monetary rule is followed then monetary policy cannot 
be aimed at exchange rate control. That is, monetary policy 
cannot be used to fight domestic problems such as inflation 
and at the same time be used to control the exchange rate 
particularly through interest rate manipulation which in turn 
influences the exchange rate through the capital account of the 
balance of payments. The logical extension of this argument is 


that monetarism would be accompanied by a floating exchange rate. 


This paper will focus on issues which arise when 
relatively small open economies allow exchange rates to float. 
Potential difficulties of monetarist style monetary policy 
used in conjunction with a floating exchange rate will also 
be addressed. This discussion by necessity involves fiscal 
policy as well. If monetary policy is conducted to ensure long 
run price stability, and the exchange rate is allowed to float 
then fiscal policy alone remains as a truly discretionary 
instrument for ‘smoothing out' business cycle fluctuations. 
Hence stabilization policy becomes fiscal policy, and it is 
important to understand the implications that this has for its 
effectiveness when teamed with a monetarist rule anda floating 


exchange rate. 


The Balancevol Payments and the Exchange Rate 


This section of the paper identifies the components 
and linkages. that, exist. between the balance. of payments, ‘the 
exchange -rate, and the economy in general. The material serves 
to clarify the issues involved and provides a background for the 
more detailed arguments which follow later in the paper. 

Readers who are well versed in the format of the Balance of 
Payments and the linkages between its components and the exchange 


rate should proceed directly the the next topic. 
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Canada's balance of payments consists of double entry 
bookkeeping statistics which record all transactions taking 
place between Canadians and the rest of the world. The items | 
listed in the balance of payments accounts underlie the demand © 
for, and supply of currencies and hence are vital in understanding © 


disturbances which take place in this market. 


The key rule in the accounting framework is to record 
as a credit any transaction resulting in a receipt from the - 
rest of the world, and as a debit any transaction resulting in a 
payment to the rest of the world. This framework is broken down — 
into two classes of transactions called the current account and 
the capital account. The current account includes transactions 
that either yield national income or result from its expenditure. 
It embodies merchandise trade, services, and interest and 
dividends earned from capital investments. The capital account. 
records the balance of financial claims between Canadians and 
foreigners. This account includes direct investment, long term — 
portfolio investment and short term capital flows. Direct 
investment occurs when capital movements involve control over 
a business enterprise. Long term portfolio investment means 
security transactions with original term to maturity greater 
than one year with no control involved (for example American | 
purchase of Provincial bonds) . Short term capital flows involve 
securities with original maturity less than one year, and shifts 
in liquid funds (cash). 


Both the current and capital accounts record the net 
balances of credits and debits. Finally the net figure from 
these accounts gives the balance of payments position before 
government accommodating transactions are considered. — In an | 
accounting sense the balance of payments must balance and these 
official or accommodating actions by authorities achieve this 
balance. . | | OLS aa 
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As an illustration of the preceeding explanation 
consider Tables I & II. Table I shows Canada's overall record 
of foreign transactions for 1976. The sum of rows (9) and (10) 
show that Canada had a surplus on its Balance of Payments for 
1976 with total credits exceeding total debits. Table II breaks 
these totals down into their constituent balances. It reveals that 
while the trade balance was in surplus, the overall current 
account was four billion dollars in deficit due mainly to interest 
payments to foreigners and Canadians travelling abroad which 
shows up under services. The deficit on current account was more 
than made up by a capital account surplus (roughly speaking 
borrowing by Canadians from foreigners exceeded lending by 
Canadians to foreigners) shown in row (f), resulting in an 
overall Balance of Payments Surplus of $522 million. Hence 
Canada's international reserves increased by a like amount shown 
DY Low (dG). ele Ce hnadetrurned our tiat Canada had a deficit 
then an accommodating capital movement would have been made to 


cover this deficit resulting in a decline in official reserves. 


These tables relate directly to the demand for and 
supply of Canadian dollars and hence the exchange rate. In 
Tabde sl, st tems. (i). (2p io) 7 ena. .4) constitute, the autonomous 
demand for Canadian dollars (conversely the supply of foreign 
exchange) while items (5), (6), (7), and (8) make up the supply 


of dollars (the demand for foreign exchange). 


Using this information consider diagram I which shows 
the demand and supply curves for Canadian dollars and the price 
of Canadian dollars in terms of U.S. dollars (exchange rate) as 
well as the market clearing quantity of dollars. In the case 
of merchandise trade for example, the linkage is obvious. The 
price-wage-profit-cost conditions prevailing in an industry will 
influence the export performance which in turn will influence 
the export performance which in turn will influence the exchange 
rate. Causality obviously runs in the opposite direction as 
well with changes in the exchange rate impacting on export 


performance regardless of internal industry conditions. 
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TABLE I 


Canada's Balance of Payments / 
(Millions of dollars) 1976 


Credits: 4) Debit (-) 
Exports (merchandise) + 37,975 C3) Imports (merchandise) - 36,886 
Exports (services) * ely 17, eG (6) Imports (services) * ~ +13, 208 
Transfers (gifts) +° 17,489 (7). Transfers: (agit ts) ~ 967 
Capital Receipts bit 64729 (8) Capitait Payments =~" 2 O20 
("borrowing") ("lending") 
TOTAL +537 60509 (LO TOTAL - 53 ean 
TABLE II 
Constituent Balances 
(a) Balance of Merchandise Trade (rows 1 and 5) oo L  Oee 
(b) Balance of Services (rows 2 and 6) — 5,798 
(c) Balance of Transfers (rows 3 and 7) + 522 
(d) Balance; onsCurrent Account. (sul of ao 
and c above) =" 4 Lay 
(e) Balance on Capital Account (rows 4 and 8) ae TS 
(f) Balance of Payments (sum of d and e) + Sar 
(g) Accommodating Transactions (changes in official 
international reserves) + S22 


Adapted from the Bank of Canada Review, September 1977. 


Services include such items as shipping, travel, interest 
and dividends, and some minor items. 
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Whether the exchange rate is fixed or floating the 
underlying components of demand and supply exert pressure for 
movement. For example, in diagram II if authorities try to peg 
the exchange rate at $1.00 U.S. = $1.00 Canadian the market will 


clear as long as Dy and’$, are the relevawt curves” Howeversas 


a 
S, shifts to S, due to an increase in Canadian demand for imports. 


Be example, co there will be downward pressure on the exchange 
rate. If the exchange rate is allowed to deprecrate  thomimic 
markets for Canadian dollars will clear at (G) and Q., as imports 
become more expensive and at the same time our exports become 
more attractive. If authorities wish to hold the exchange rate 
at its old level, then this implies official reserves will be 

run down to, the extent,,(EF) to cover the deficit on the balance 
of payments. The central bank by intervening in the foreign 
exchange market demanding dollars and supplying foreign exchange 
could shift demand to D. and hence maintain parity with the Wisy 
dollar. This example illustrates only one method of maintaining 
a fixed exchange, but its importance is reflected in the most 
common definition of alternative exchange rate regimes. Under 
fixed exchange rates the central bank intervenes in the exchange 
market by buying and selling reserves to maintain the fixed rate. 
Under floating rates there is no intervention to fix the rate 
although this does not preclude autonomous (transactions undertaken 
for ordinary commercial movities) purchases and sales of foreign 
exchange. Note that there are many variations on the theme of 
floating exchange rates. Exchange rates are sometimes referred 
to as flexible, flexible within a band, crawling pegs, adjustable 
pegs, etc. Floating in this paper means the 'freest or cleanest', 


intervention-free, exchange rate regime. 


A Floating Exchange Rate, International Competiveness and Monetarism 


One of the strongest arguments for floating exchange 
rates is that external balance will be achieved automatically. 
That is the exchange market will clear, i.e. move to ‘equilibrium’; 


at some new exchange rate in response to shifts in demand and 


Supply Eor, dol kars: 


Za 


For example, in diagram II the exchange rate would 
have fallen to (G) in response to a shift in the supply of 
dollars from Sy to So: However, this does not mean that the 
exchange rate that eventually prevails will necessarily be the 
one which is deemed desirable by various sectors within the economy, 


nor will it assure the desired balance of payments composition. 


To understand this point, consider the following example. 
Suppose that there is a shift in the international terms of trade 
against Canadian exports. This will have the effect of reducing 
the demand for Canadian dollars creating an excess supply of 
dollars at the prevailing rate. Other things being egual this 
will signal a depreciation in the exchange rate making Canadian 
exports more competitive again. However, if there is at the same time 
an increase in Canadian borrowing abroad, creating a capital inflow, 
this will tend to force the demand for Canadian dollars upward. If 
this force is strong enough an excess demand for dollars will be 
created causing the exchange rate to appreciate thereby worsening 
the situation on the current account. This example is not only 
plausible, but in many respects accurate as far as much of the post 


1970 Canadian float period is concerned. 


While this example serves to caution those who see 
floating exchange rates as a panacea it should not distort the fact 
that the above problem may not be pervasive over time, nor does 
it negate other positive attributes gf floating rates considered 
later. To clear up the doubt created by the first example 
consider the following quote: 


"Whereas the short-term behavior of the exchange rate can 

be seen aS a consequence of the requirements of 
instantaneous equilibrium in the market of financial 

assets, the long run development probably has to be 
explained by reference to the relative commodity-price 
levels in the countries concerned. The short run and 

the long run may then be tied together via the interaction 
Over time between the flows in the current account, the 
accumulation of financial assets in different denominations, 
and the price trends in various countries, which presupposes 
a realistic treatment also of the labour market and wage 
formation." 


8. Lindbec, Assar, “Approaches to Exchange Rate Analysis", The 


Scandinavian Journal of Economics, Vol. 78, 1976. pp. 136-137). 
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This quote illustrates the point that while short term 
fluctuations in the exchange rate may not reflect underlying economic 
conditions, in the longer term a floating rate will in fact do so. 
Hence it is particularly important that domestic policy be geared to 
ensuring that inflation-unemployment-growth problems do not render 
the economy uncompetitive. This brings us back to the argument 
that exchange rates must float if monetary policy is to be 


directed at internal price stability. 


If the government tries to fix the exchange’ rate then 
intervention in exchange markets in response to excess demand 
and supply pressures will be necessary. This type of action, 
illustrated earlier in the paper, has repercussions on the domestic 
money supply unless it is offset by open market operations or by 
changing government deposits with the chartered banks. These 
types of action clearly have limits,particularly in the latter case, 
since prolonged use may run down government deposits with the 


chartered banks. 


A more subtle way of controlling the exchange rate is 
to direct monetary policy in such a manner that Canadian interest 
rates, and demand for money and credit are in line with world 
(particularly the United States) financial’ polleys. Since. .capital 
movements are sensitive to interest rate differentials between 
countries this alignment will eliminate major pressure on the 
exchange rate from this source. Of course if pressure upward or 
downward is desired to help maintain a given rate,monetary policy 
can be directed at achieving this goal. However this by necessity © 
means abandoning other goals and by now it should be clear that 
monetary policy cannot be used to control both the exchange rate 
and domestic inflation. Since there is considerable evidence 
that price stability can only be achieved through appropriate ~ : 
monetary policy, and since price stability is essential to . 
Canadian competitiveness, and, finally, since the exchange rate, 
if allowed to float, will eventually reflect our relative AG 
competitiveness, it is imminently logical on these grounds to 


follow a course of monetarism and floating exchange rates. | 
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The Floating Exchange Rate as an Insulator 


It has been argued that a floating exchange rate regime 
will insulate an economy from external economic disturbances. 
Perhaps this argument can best be illustrated by a simple 
example. Suppose that the rate of inflation among Canada's 
trading partners becomes higher than the rate prevailing in 
Canada. Focusing on the import side of the balance of trade, 
the higher prices of imported goods will be translated directly 
into the Canadian price level if exchange rates are fixed. 
Further, there will probably be an increased demand for Canadian 
exports, which, depending upon the capacity situation, could 
also exert inflationary pressure. However, if the exchange rate 
is free to move, then excess demand for Canadian dollars, 
created by increased demand for exports and reduced demand for 
imports, will’cause the exchange rate to appreciate. This 
means that while foreign goods have inflated prices in terms of 
foreign currency, a Canadian dollar will now buy more foreign 
currency than before due to the appreciation of the exchange rate. 
If the relationship were proportional, then a net increase in 
foreign prices of 5% would result in an appreciation of the dollar 
of 5%. On the export side, the appreciation would slow down 
export demand relieving inflationary pressure on the economy 
from that source. While this example is highly simplified, it 


serves to illustrate the forces at work in the insulating process. 


Although there is every indication that a floating 
exchange rate will tend to insulate the home economy from 
foreign economic disturbances, this does not mean that the 
neutralization will always be complete. The effectiveness of the 
neutralization process depends to a great extent upon the type of 
foreign economic disturbance being confronted. For example, a 
small open economy, faced by a general rise in the world price 
level, will usually be insulated by a proportional appreciation 


of its currency, hence compensating for the world price rise as 
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goods and services pass over the border.” 


If the disturbance took the form of a sudden increase 
in demand for our export products, then domestic income will rise, 
the exchange rate appreciates, export sales will be dampened, 
imports will increase, and the original impetus for these changes 
will be somewhat mitigated. However, relative prices will have 
been altered, incomes and wealth changed, resources are reallocated, 


and insulation will be incomplete unlike the previous example. 


Another example of difficulties with this mechanism 
is the case of an essential product like oil. If a country is 
faced with price rises in an imported commodity like oil and not 
enough of this product is produced domestically to allow a 
Switch away from imports, then a price shock will be felt in 
the economy. In fact, pressure will be put on the exchange rate 
to depreciate rather than appreciate if demand for the product 
under consideration is sufficiently inelastic and the magnitude 
involved quite large. This example does not nullify the overall 
insulation argument, but merely points out the fact that an 
Open economy is open to some extent regardless of the exchange 


Lake SySeem. 


Finally, it has been argued that disturbances from 
foreign countries, which enter the Balance of Payments through 
the capital account, can cause inflation and/or unemployment to 


be imported even with a floating rate. 19 


For example, foreigners 
could increase their demand for our securities, causing an 
appreciation of the exchange rate which would diminish aggregate 
demand, signal resource allocation, and possibly cause transitional 


unemployment. If the demand for securities moved in the opposite 


9. Cooper, Richard N. "Monetary Theory and Policy in An Open 
Economy," Reserve Bank of Australia's Conference in Monetary 
Economics, 1975, reprinted, Op. Cit., see footnote 6. 
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direction, then inflation could be triggered as import prices 
rise, and perhaps factor prices as well. While this argument is 
plausible, there seems to be little practical evidence to support 
it and there are indications that the proposition is not 
consistent with observed fact. 

"It is argued .. . that disturbances arising from portfolio 
shifts will be aggravated by floating exchange rates, but 
if we have learned anything from portfolio theory it is 
that such shifts must be temporary, or one shot adjustments. 
Therefore speculation will tend to offset their effects 
and prevent or attenuate destabilizing effects on real 
variables." 1 : 

From the preceding discussion concerning insulation of 
the economy from foreign economic disturbances through a floating 
exchange rate, it can be concluded that a floating rate will, in 
general, reduce the variability of income and prices in the home 
country although neutralization need not be complete. Since the 
exchange rate must float if monetary policy is to be directed at 
controlling inflation, this conclusion turns out to be a bonus. 


Floating Exchange Rates, Capital Flows, and Stabilization Policy 


The final section of the paper addresses the feasibility 
of using fiscal policy as a national income stabilizing instrument 
when capital is mobile and the exchange rate is allowed to float. 
Interest has been renewed in determining the effectiveness of 
various instruments of stabilization policy under various sets 
of circumstances due to (a) the increased frequency and 
amplitude of disturbances to macro-economic stability in 
national economies, (b) the great increase in the international 
movement of capital, and (c) the movement of many currencies 
Since March 1973 from fixed to floating exchange rates. All 


three of these events are of particular relevance to Canada. 


11. Black, Stanley, W., “Comment on R.N. Cooper, Monetary Theory 
and Policy in An Open Economy," Scand. J. of Economics, 
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The conventional wisdom concerning the topic under con- ah 


12 and Mundels 


Fleming reached three conclusions: (1) Monetary policy is 


sideration is derived from the work of Fleming 


more effective at stimulating nominal income under flexible than 

fixed exchange rates, (2) Monetary policy is relatively more . 

effective than fiscal policy under flexibile exchange rates as ( 
compared to fixed rates, and (3) Fiscal policy may or may not be ; 
more effective (or effective at all) under a floating exchange 

rate than it is under a fixed exchange rate, depending upon the 


sensitivity of capital movements to interest rate changes. 


The first result follows because, under fixed exchange 
rates, some stimulus will leak away to other countries through 
imports while under flexible rates this leakage will be slowed 
by the ensuing exchange rate depreciation which damps imports 
and encourages exports. Moreover, if capital is mobile the downward 
pressure on interest rates caused by the monetary expansion will 


lead to capital outflows, further extenuating the depreciation. . 


The second result again utilizes the fact that monetary 
policy stimulates domestic income directly as well as indirectly 
through the accompanied depreciation. Fiscal policy stimulates 
domestic income, but depending upon how the stimulus is financed, 
it may tend to have an upward rather than downward influence on 
the exchange rate. If the fiscal policy is financed by borrowing 
at home or abroad, then upward pressure is exerted on the exchange 
rate. However, the expansion of domestic income caused by fiscal 
policy will increase the demand for imports leading to downward 
pressure on the exchange rate. Since the result on the exchange 
rate side is somewhat ambiguous for fiscal policy, monetary policy, 


where the result is unambiguous, is considered more effective 


i congas ares a3 
12. Fleming, M., “Domestic Financial Policies Under Fixed and on ( 
Under Floating Exchange Rates," IMF Staff Papers, 1962. 


13. Mundell, Robert A., "Capital Mobility and Stabilization 
Policy Under Fixed and Flexible Exchange Rates," Canadian Alges tae 
Journal of Economics, Nov. 1963. 
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as an overall stimulant. 


The third and most important result, for the purposes of 
this paper, is explained by the same underlying mechanisms outlined 
above. If fiscal stimulus is applied to the economy, national 
income increases and with it the demand for imports which means 
the effectiveness of fiscal policy starts to leak away. However, 
under a flexible exchange rate, there will be pressure for the 
currency to depreciate as the demand for foreign exchange (supply 
of Canadian dollars) increases. This works against imports and in 
favour of exports. Unfortunately, this is not the end of the 
story. If fiscal stimulation is carried out without increasing 
the money supply, then interest rates will tend to be pushed up 
as credit conditions tighten, pushing the exchange rate upward 
as capital flows into the country in response to interest rate 
changes. If capital inflows turn out to be greater than the 
increase in net exports (Exports-Imports), then fiscal policy will 
be more effective under a fixed exchange than a floating exchange 
rate. In the extreme case where capital movements are infinitely 
sensitive to interest rate changes (perfect capital mobility), 
the induced currency appreciation will fully offset the fiscal 
stimulus rendering fiscal policy useless as a stabilization 


instrument. 


Obviously the effectiveness of fiscal policy under 
floating exchange rate systems depends to a great extent on the 
degree of capital mobility. This can be investigated in 
various ways. Econometric models can be used to estimate the 
elasticity (responsiveness) of capital movements with respect to 
interest rate differentials. These models can be used to conduct 
experiments to investigate the efficacy of fiscal policy under 
floating rates. While these approaches are useful and results 
from such studies will be quoted at the end of this section, a 
more simplistic approach allows one to anticipate the result 


of more complex exercises. 


Assuming perfect capital mobility (the condition 


necessary for fiscal policy to be completely ineffective) 
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amounts to the assertion that interest rates in Canada cannot 
differ from world rates (for all practical purposes, American é; 
interest rates). Consider Mundell's statement which prefaced 


his work on this topic cited earlier: 


"I assume the extreme degree of capital mobility that prevails) 
when a country cannot maintain an interest rate different 
from the general rate prevailing abroad. 


Hence, if a comparison of Canadian and American 
interest rates revealed that differences existed over time, this 
would serve as prima facie evidence that capital is not sufficiently 
mobile to negate fiscal policy in Canada under floating exchange 
rakes. 


Table 111° 


contains a comparison of Canadian and 
American interest rates. Three rates have been chosen, the 
discount rate (bank rate), short term interest rates (interest 

on assets of less than a year to maturity), and long term interest 
rates (interest on assets of greater than a year to maturity). 
Further, these average yearly rates have been broken down into 
real interest rates by subtracting the inflation rate from each 
series for each country. It is immediately apparent that both 
nominal and real interest rates in both series have differed 
between Canada and United States between 1970-76. The last 

row shows that the mean (simple average) of these differences 

is greater than one percentage point in every case and averages 
over 14% in terms of real rates. These differences appear to be 
Significant in the context of international interest rate 
differentials and capital mobility. For example, the TRACE 
econometric model estimates that a 1% difference in the long term 
rate will induce a capital inflow of $1.4 billion in the first 
year. Even a low estimate (Rhomberg 1964) gives a flow of $0.56 
billion. From 1970-76, 1.4 billion represents from 20% to 385% 


of long term capital flows, indicating the potential significance 
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15. Calculated from IMF Financial Statistics. It should be noted 
again that this is only prima facie evidence and no effort is 


made to explain the precise reasons for the interest rate 
differentials. 
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From this evidence one can tentatively conclude that 
fiscal policy will have an impact on the economy even when the 


exchange rate floats. 


TABLE III 


Canada-U.S.A. Differences in Nominal and 
Real Interest Rates - 1970-1976 


Short Term Long Term 

Discount Rate Interest Rate Interest Rate 

Year Nominal Real Nominal Real Nominal Real 

°1970 +0.50 +3.02 -0.45 -3.09 £633 +3.85 

US Was +GU.25 +3.02 -0.78 +0.72 re aan e eed 

1972 +0255 -1.26 -0.51 -2.02 +1-60 +0.09 

1973 =Oee 5 -1.64 -1.56 -2.95 +1.26 =i. 3 

1974 +00 +1.01 -0.04 +0.10 +1.91 3 CAPS is 

OTS +300" ol so 19. +1.58 -0.03 +2.06 eG 5 

1976 3.25 +1.50 3. OG Pe LS oi ig: 28 +0.65 

Mean 

Differences ga & 1d ee 1 282.6 1.58 1.68 Iw 42 


The empirical evidence available from published 
econometric studies verifies the assertion made above that fiscal 
policy will not be rendered useless under a floating exchange 
rate. Rhomberg (1964), Helliwell (1972), Choudhry et al (1972), 
and Carr et al (1976) all find some effectiveress for fiscal 
ey In fact both Choudhry 
and Carr find that fiscal policy would actually be stronger 


policy under floating exchange rates. 


under flexible exchange rates than fixed rates! This means that 
the increase in net exports (Exports-Imports) must be greater 
than capital inflows, the condition outlined in discussion of 


Flemming's third point above. 


16. Rhomberg, R. “Capital Mobility and Stabilization Policy 
Under fixed and Flexible Exchange Rates," JPE 1964, 
Helliwell, J.F. “North American interdependence under 
alternative exchange rate systems." Paper given to the 
Eurovean Meetings of the Econometric Society. 


Ghoudbry,, et al, “THE {RACE Econometric, Model of the 

Canadian Economy" (Toronto: University of Toronto Press) 1972. 
Carr, et al, “The Operation of the Canadian Economy under 
Fixed and Flexible Exchange rates: Simulation Results from 
the TRACE model." CJE February 1976 


30". 


It is worth quoting from the Carr article at some length: 


"The conventional wisdom that fiscal policy is ineffective 


under a flexible exchange rate regime comes from the 
Mundell (1963) model where perfect capital mobility is 
assumed. Where there is perfect capital mobility, any 
expansionary fiscal policy will cause capital flows 
which most outweight any induced import effects. When 


Capital is not perfectly mobile, then the effectiveness 

of fiscal policy under various exchange rate regimes is 

an empirical matter. The TRACE model gives the result 

that fiscal policy is effective for short-run stabilization 
purposes under a flexible exchange-rate regime. In fact, 
it is more effective under a flexible exchange rate system 
than under a fixed one because the depreciation of the 


dollar reinforces the expansionary effect of the fiscal 
policy."17 


The sentence which I have underlined in the above quotation 


is important. Once the forces at play in using fiscal policy with 


a floating exchange rate are understood, then it becomes an 


empirical question as far as fiscal policy's effectiveness is 


concerned. From the evidence, it would appear that in the past 


and at present fiscal. policy, in) Canada is effective wheneused 


under a floating exchange rate system. 


SECTION II: Summary and Conclusion 


This section of the paper has outlined issues surrounding 


relatively small open economies which allow their exchange rate 


to float, while following a monetary rule, with fiscal policy 


used for stabilization purposes. 


It was argued that in the long run exchange rates reflect 


underlying economic conditions and hence floating exchange rates 


will not hinder a country's international competitiveness as long 


aS proper domestic policies are pursued to control inflation, 


unemployment, and growth. 


17.,_ Ibid... pp. daaediS- 


Silie 


It was shown that a floating exchange rate can act as 
an insulator from foreign economic disturbances. While it will 
not always perfectly negate disturbances, it will reduce the 
variability in national income from foreign sources as compared 


to a fixed exchange rate system. 


Finally, the theory and evidence concerning the operation 
of fiscal policy in conjunction with a floating exchange rate was 
outlined. It was concluded that capital is sufficiently immobile 
allowing fiscal policy to be effective in Canada in conjunction 


with a floating exchange rate. 
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INTRODUCTION 


In the post-war era governments have actively 
pursued monetary and fiscal policies in their search for 
economic stability, based on the intellectual tradition 
of Keynesian economics. There is now widespread concern, 
however, that these policies have proven to have contributed 
more to instability and inflation than they have to economic 
harmony. In particular, excessive government has been 
singled out as a major determinant of instability. This 
paper traces the influence of government borrowing on the 
economy through its effect on the money supply, the exchange 
rate, aggregate demand and private investment to see if these 


concerns are justified. 
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SECTION I 


Deficits and the Money Supply 


Two years ago, in December 1975, a group of economists 
stated in an open letter to the Prime Minister that one of the 
prime causes of domestic inflation was government (federal, 
provincial and municipal) deficits and the way in which they 
were financed. This letter touched off a debate among the 
Conference Board of Canada, a private firm (Loewen, Ondaatje, 
Mutcheon et.al.), the federal government and a multitude of 


academic economists. 


The first questions to be considered in this debate 
are which level of government is of the rost concern in 
discussing the inflationary implications of deficits and what 
exactly is the appropriate definition of deficits? The deficits 
of all levels of government can have inflationary effects through 
interest rate changes, exchange rate changes, and ‘crowding out’. 
However, only the federal government has the option of monetizing 
its debt (selling its bonds to the Bank of Canada for cash, which 
it then spends) and for this reason, warrants closer inspection. 
For the purposes of this section of the paper, government will 


mean the federal government unless it is explicitly stated otherwise. 


The issue of what exactly constitutes a deficit was 
central to much of the early controversy over the relationship 
between deficits and inflation. The federal government, supported 
by Conference Board analysis* argued that deficit financing took 
place only when government operating expenditures exceeded 
revenues (National Accounts basis) while critics of this view, 
particularly R.M. Richardson-, contended that the total borrowing 
reguirements of government for whatever reason was the important 
issue to focus on and implicitly referred to this as deficit 
financing. The importance of clarifying this point can be seen 
from Table I. 


1. Crozier, Robert B. (1976a) "Deficit Financing and Inflation: 


Facts and Fictions", (Ottawa: The Conference Board in Canada) 
2. Richardson, R.M. and Loewen, C.B. (1976a) "Has Ottawa Had a 
Policy Relapse: Misconception or Misdirection?" (Toronto: 


Lowen, Ondaatje, MaCutcheon and Co. Ltd.), July 28. 


TABLE I 
(millions of $) 
Net Financing 


Requirements 

National Accounts Including Foreign 

Years Deficit or Surplus (-) Exchange Financing 
1966 -231 254 
67 85 PD, 275 
68 fog 1,049 
69 -1,021 -398 
70 -264 1,907 
Fi 145 2,162 
72 568 1,430 
7s -384 5 
74 -1,079 1,826 
RRS 3,555 4,969 
76 2,884 4,683 


On a National Accounts basis, 1966 - 1976, the 
federal government has had five surplus years with the largest 
deficit being $3.6 billion. However, the net financing require- 
ment (NFR) over the same period shows only one surplus year and 
consecutive deficits (75, 76) of near $5 billion. Clearly, 


the definition of ‘deficit’ is important. 


In essence, the government borrows to (1) cover 
operating deficits on revenue and expenditure transactions as 
reflected in the National Income and Expenditure Accounts, 

(2) to acquire funds to ‘roll over' maturing debt from the past, 
(3) to acquire funds to be used for the purchase of debt 
instruments from crown corporations and other agencies, (4) 


to purchase foreign exchange, (5) to build up cash balances” 


The federal government and the Conference Board 


would argue, however, that only in case (1) is there an increase 


1. Bank of Canada Review, September 1977, Table 2 


2. Crozier, Robert B. (1977) “Deficit Financing and Inflation: 
A Review of the Evidence", Canadian Public Policygigia gaa 


» 


in government liability without a corresponding increase in 
assets, i.e. this is deficit financing since there is an 
increase in net outstanding debt. In case (2) an old liability 
is cancelled and a new one created; in case (3) a new liability 
is created and a new asset (claim on crown corporation or 
agency) is acquired; in case (4) the liability is offset by 

the foreign exchange acquisition; in case (5) the liability 
(debt) is balanced by a build up of cash (asset). Hence, in 
the 'textbook' or conventional sense of the term, deficit 
financing applies only to case (1), but this does not mean the 
government's financing requirements for cases (2) and (4) 

are harmless with respect to inflation. All of the five reasons 


for borrowing listed above can affect the monetary base and, 


hence the money supply. Consequently, the relevant balance to be 
considered in an assessment of the impact of government borrowing 


requirement (NFR) shown in’ Covonn (2) ,/ "Table l,” not the’ National 
Accounts deficit or surplus case (1) above and Column (1), Table te. 


Since there is general agreement among most economists 
that the rapid growth of the money supply after 1970 significantly 


contributed to Canadian inflation, the next question to be 


considered is whether the net financing requirements of the 
federal government forced the Bank of Canada into excessive 
monetary expansion or whether this action was taken for other 


reasons? 


Perhaps the most appropriate place to begin in an 
assessment of the question posed above is with statements by 


the Governor of the Bank of Canada. As outlined in another paper, 


Monetary and Exchange Rate Policy, the Bank of Canada announced 


a change in philosophy regarding its conduct of monetary policy 


1. It should be noted that loans to crown corporations and agencies 
have become suspect with regard to the creation of an asset to 
balance the government's liability. This is due to the present 
government's tendency to ‘wipe out' debt to the CNR and the 

St. Lawrence Seaway, for example. This debt does not disappear, 
it simply means that taxpayers gave away the sums involved and 
they (through their government) are never repaid. 


in the fall of 1975. In preparation for a monetarist approach 

to monetary policy (controlling a monetary aggregate rather than 
aiming at interest rates and credit conditions) the Bank of 

Canada outlined the implications of its new stance in various 
speeches and its Annual Report (1975). Part of the latter report 
dealt with the interaction between government deficits and the 
ability of the Bank of Canada to pursue its desired monetary 


peices 


In the quote which follows it is worth remembering 
two points: first, while the government (through the 
Department of Finance) has ultimate responsibility for 
monetary policy, it is the Bank of Canada which charts the 
monetary course, and only if Ottawa disagrees is there likely 
to be a substantial turn around in policy. Second, Since the 
Bank is the federal government's fiscal agent it has the 
responsibility of giving advice regarding the amount and 
composition of the government's debt. Hence while the federal 
government's financial requirements may impinge on the Bank's 
desired monetary policy it does not remove the responsibility 
that the Bank has for this policy. 


"An increase in borrowings by governments can be most readily 
accommodated without undue upward pressure on interest 

rates and without excessive monetary expansion during 
periods in which the growth of private spending and 
borrowing is slackening. Indeed, fiscal policy settings 
that involve increased borrowing requirements when private 
demands are cyclically weak can be an important element in 
helping to sustain economic activity. 


Once private spending and credit demands begin to expand 

again as economic recovery proceeds, there is both less need 
and less room for government borrowing. If such borrowing 
nevertheless remains at a high level it may become increasincly 
difficult to accommodate credit demands in total, private 

as well as public, within a framework of reasonable monetary 
expansion without substantial upward pressure on interest 
rates. Depending on the level of external interest rates 
there may be a substantial diversion of government and 

other borrowing to foreign markets resulting in upward | 


1. See also, Courchene, Thomas J., Monetarism and Controls: 
The Inflation Fighters,C.D. Howe Research Institute 1976. i 


) 


y 
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pressure on the exchange rate as well, even with a 

very large balance of payments deficit on current account. 
Such a sequence of events could at some point prejudice 

a healthy expansion of the Canadian economy. The Bank 

of Canada can reasonably be expected to see to it that 
inappropriately high rates of interest do not arise from 
an unduly low rate of monetary expansion. However, the 
Bank should not be expected to attempt to deal with these 
Matters by allowing the money supply to expand at an 
excesSive rate since that would only shift the problem 
back to the domestic inflation of prices and costs. 
Problems of this kind will be much easier to avoid if 
governments manage to reduce the size of their borrowing 
requirements as the private sector of the economy recovers." 


This rather lengthy quote has two important themes: 
first if governments must increase their borrowings then they 
should do so in recessions when private demands are weak and 
"back off' in recoveries. To do otherwise could cause problems 


with regard to interest rate levels, the exchange rate, and 


monetary expansions. Second, if the absolute level of government 


borrowing requirements is too high then this could prevent 

the Bank of Canada from achieving its targets for restraint in 
monetary growth. Since the Bank of Canada does not have the 
independence of central banks in countries such as West Germany 
and the United States the above statement is rather bold. It 


i 


could be interpreted as an accusation that as far as the excessive 


monetary expansion over the 1971-74 period was concerned the 
government of Canada was to blame due to its large financing 
requirement. “es definitely is intended as a warning that the 
PRA itn not accept the blame for excessive monetary expansion 
which in the future is clearly due to an excessive borrowing 


requirement of the federal government. 


It should be noted that it is important to specify 
the time period under consideration. When commenting on the 
origins of the inflationary conditions in the 1970's, the years 


1971 to 1974 are important since inflation built up in this 


fo" Bank of Canada, Annual Report, “1975, -pp.-12sI3.. 


period peaking in 1974. In addition the money supply increased 
most rapidly over this period. The years 1975-76 saw an 

extension of the high rate of inflation but the trend was downward 
and this must be viewed in light of policy changes like the 

Bank's conversion to monetarism and the Anti Inflation: program. 
Table 2 indicates the inflation rate, and rate of growth of 

the money supply defined as M) (currency in circulation and 


demand deposits) over the period 1966-76. 


TABLE 2 : 
Inflation Rate 

Year Percent Change in M, GNP Deflator 
1966 6.9 4.5 

67 Oi.7 3.9 

68 4.4 ee: 

69 7.4 4.4 

70 2.3 4.7 

71 12.8 3.4 J. 

72 14.0 Di 

73 14.4 Soe 

74 ee] 14.3 

75 13<8 LO a7. 

76 Tod sense) 


The first piece of statistical evidence presented 
relates the path of money supply growth (M, ) and the federal 
government's net financing requirement. Since the argument is that 
the large net financing requirement (NFR) forced the Bank of 
Canada to expand the money supply in an extraordinarily rapid 
fashion and this in turn contributed to Canada's inflation, it 
would be expected that movements in the NFR and M) would be 


closely related. 


1. Bank of Canada Review, September, 1977. 


) 


CHART I 
GOVERNMENT OF CANADA 


FINANCIAL REQUIREMENTS AND MONEY SUPPLY 7 
(12 month moving basis, 1964 to 1976) 
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The chart does show that there is an apparent 
statistical association between the federal government's net 
financial requirement and the growth of the money supply. In 
fact, except for 1973, the two series seem remarkably well 
correlated. However this does not prove that the net financing 
requirement caused the rapid growth in the money supply. It is 
possible that the series reflects deliberate discretionary 
action on the part of the Bank of Canada to expand the money 
supply. Perhaps the best assessment is that the apparent 
statistical association between the NFR and M, is less conspicuous 
in its presence than it would be in its absence, i.e. if no 
association were apparent then there would be little point in 
continuing the argument, but since there is apparent association 


further investigation is warranted. 


1. SOURCE: Loewen, Ondaatje, McCutcheon & Company Limited, 
"Has Ottawa Had A Policy Relapse: Misconception or 
Misdirection?" ‘Toronto 1976. 


The net financing requirement of the federal government A 
is met in the following ways: (1) a reduction in government 
cash balances; (2) selling Canadian dollar securities to the Bank 
of Canada; (3) selling securities to the chartered banks; 
(4) selling securities to the general public. These methods of 
financing the NFR are not equivalent with regard to their ( 
expansionary impact. In particular monetization of the federal 
NFR, number 2 above, (commonly referred to as printing money) is 
potentially the most inflationary method of financing. In 
passing it should be noted that the composition of Canadian dollar 
securities can have inflationary implications but this point will 


not be dealt with in this paper. 


Table 3 shows behaviour of the various categories used 


to meet the federal government's NFR. 


TABLE 3+ (Millions $) 


Canadian Dollar Financing Requirement Met by Category 


CL ae (3) (4) (5) (6), (2). 

hal 2 Can. $ Holdings Holdings CDS Holdings Holdings f 
Cash Securities CDS Bank Chartered CSB Other Secur- 

Year NFR Balances Total GE Cats Banks Public ities Public 

1966 254 | -49 303 2 167 225 = og 

19.67 i596 29% 978 334 740 230 -326 

1968 1,049, -60 17,409 135 943 40 =9 

1969 =B 918% 6/75 274 170 -480 324 263 

1970 1,907 | = 85 Ly 992 183 3510 714 -415 

LS Ty 2, 162 -823 27900 57.2 Tea. 25g -827 

19.7277 1, 4300) ey 1S) ie 586 +192 Tare -32 

abs es 15 69 -54 572 59 -384 -401 

1974 1,826 |-2,359 4,182 1,014 831 2,445 -108 

LOTS 4,969 | 1,024 3,945 841 =a 1 2,664 “a7 od 

L376 4,683 | 590 4,124 574 872 754 1,924 

CDS - Canadian Dollar Securities é 


CSB - Canada Savings Bonds 


l. Bank of Canada Review, September, 1977, Table 2. 


As an example of how the table works consider the 
year 1971. The federal government needed to finance $2,162 
million. Through the Bank of Canada it sold $3,812 million in 
securities; to the Bank of Canada (572), to the chartered 
banks (721), and to the general public (2,519), i.e. sum of 
columns (4), (5) and (6). It bought $827 million of marketable 
securities back from the public (column 7) making the total 
raised from securities $2,985 million (column 3). The 
government's cash balances increased by $823 million (column 2) 
leaving $2,162 million to meet the NFR column (1). 


From table 4 and a graph (Chart 2) of the NFR and 
the components of how it was met it appears from 1971 to 1974 
the government increasingly relied on selling securities to 
the Bank of Canada (monetizing the debt) to meet its financing 
requirement. It has already been noted that this is potentially 
the most inflationary method of financing the NFR. Table 4 
follows up on this point by showing the percentage of the NFR 
that has been monetized over the period 1966-76 derived by 


TABLE 4 


Monetized debt as a Percent Change in Percent Change 


Year Percent of NFR the Monetary Base in M, 
1966 | O79 eas 6.9 
67 26.2 Betz 9.7 
68 12.9 0.9 4.4 
69 = 9.4 7.4 
70 9.6 5.6 2.3 
sig 26.5 L2<8 12.8 
2 41.0 15.26 14.0 
is 3,813.0 L5<2 14.4 
74 aie gn 1353 9.7 
wes 16.9 17.4 £3238 
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dividing column (4) by column (1) from Table 3. Column (1), 

Table 4 shows that starting in 1971 an increasing percent of the 
NFR was monetized but since 1975 the percentage has dropped off. 
Starting in 1971 the monetary base? and the money supply increased 
rapidly and the rates of change remained abnormally high through 
1975. Does this finally prove that the large federal government 
net financing reaguirement caused the excessive expansion in the 
money supply and hence inflation? Although Table 4 appears to 
provide convincing evidence that the large federal NFR did lead 

to the rapid monetary expansion due to excessive debt monetization 
there are other considerations which suggest that this is not the 


whole story. 


Starting in 1971, the year that the ratio of monetized 
debt to NFR began its upward climb, the federal government's 
net financing requirements amounted to $2,162 million, and $572 
million was monetized. Yet the government of Canada held an 
average of $2,239 million in cash balances (deposits with the 
chartered banks) during 1971, and actually increased those 
balances by $823 million in that year. Why didn't the Bank of 
Canada use these deposits as a means of offsetting the federal 
government's large borrowing requirement? The answer is that the 


Bank of Canada felt that such a policy would not have provided 


the chartered banks with the degqree of liquidity it deemed desirable. 


In judging the degree of liquidity in the system there 
is evidence that the Bank of Canada focused on the Canadian Liquid 


Asset ratio (CLA) as the key indicator of monetary policy 
Since both excess cash reserves and treasury bills satisfy 


secondary reserve requirements, the sale of treasury bills 


1. The monetary base is defined as currency in circulation plus 
chartered bank reserves held with the Bank of Canada. It is 
related to the money supply through the formula Ms = mB where 
Ms is the money supply, m is the money multiplier and B is the 
monetary base. 


2. The Canadian Liguid Asset ratio is the ratio of Canadian 
dollar liquid assets in the chartered banks to total Canadian 
dollar assets in chartered banks. 


i 


to the chartered banks satisfied the government's need for funds 
while at the same time the substitution of treasury bills for 
excess cash reserves satisfied chartered bank secondary reserve 
requirements without causing a monetary contraction. By 
manipulating the CLA through sales of marketable bonds, treasurv 
bills, and in other ways the Bank of Canada in turn hoped to 
influence loan activity and hence the overall monetary situation. 
Whether or not this type of policy was misguided is not the issue 
here, but this approach to monetary policy does help explain f 
why government cash balances were not drawn down to cover federal 
government financing requirements. The latter action taken alone 
would have been contractionary from the standpoint of pure 
monetary policy while the sale of treasury bills to the chartered 
banks was (somewhat paradoxically) viewed as at worst neutral 


and probably expansionary. 


It should be noted that in 1971 the Bank of Canada 

was still four years away from a monetary policy aimed at 

control of M,- Obviously credit or liquidity conditions were an 
important part of its old style monetary policy and these 
considerations combined with monitoring the exchange rate 

probably explain why government deposits were not used to offset 
government borrowing. It would also appear that in 1971, the | 
Bank of Canada, not the federal government's borrowing requirements, 


was the "culprit" as far as monetary expansion is concerned. 


Although the picture is not so clear for 1972 and 
1973 there is still reason to believe that the Bank's own 
expansionary monetary policy, rather than ‘forced growth' due to 
the large NFR, was to blame. Again in 1972 the Bank monetized 
$586 million of federal debt and again cash balances increased! 
In 1973 the federal borrowing requirements fell to a paltry 
$15 million and yet the Bank of Canada bought $572 million of 


Canadian dollar securities accounting for the absurd looking 


1. For further discussion of this issue see: Courehene, Thomas J., 
Money, Inflation and the Bank of Canada, C.D. Howe Research ~ 
Institute, 1975, pp. 146, 174-175 and Bank of Canada, Annual 
Report cage paw Se — 


> 
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3813% figure in column (1) of Table 4. Surely it cannot be 
argued that this policy action was forced on the Bank of Canada 


by the federal government's borrowing needs? 


By 1974 inflation had reached its peak of 14.3% and 
insofar as monetary expansion was a cause it is clear that 
money supply increases in 1971, 1972 and 1973 would be to blame. 
Although there appears to be a statistical association between 
the NFR and M, in chart 1, and although the ratio of monetized 
debt to the NFR is high in 1971-74, Table 4, a closer examination 
of those years shows that the Bank itself was pursuing a policy 
of monetary ease and ignored government deposits as a method 
of meeting borrowing requirements in 1971 and 1972. In addition 
the Bank monetized roughly the same amount of debt in 1973 as 
it had in the preceeding two years even though the NFR was 


virtually zero: 


In 1974 the Bank of Canada purchased $1,014 million 
of Canadian dollar securities in spite of the fact that cash 
balances increased by $2,359 million reflecting an enormously 
successful Canada Savings Bond campaign. Again it would not 
appear that anyone or anything was forcing the Bank of Canada 
to rapidly expand the money supply. Finally, in 1975 and 1976 
the federal government's financing requirement increased to nearly 
$5 billion in each year. How did the Bank of Canada react? It 
reduced the ratio of monetized debt to the net financial 
vequinementstrom 55.5% une 1974 to 160.9% -ine1975 and? 12.3% in 
1976. Money supply growth was also brought under control in 
line with the Bank of Canada's new monetarist stance. If there 


was a strong link between money supply growth and the federal 


1. A quote from Thomas Courchene's 1970-1975 review of monetary 
policy states the case for deliberate Bank policy causing 
inflation even more forcefully. 


",..the net result of attempting to obtain an "appropriate" 
exchange rate was a very large increase in the rate of 
monetary expansion, the legacy of which is our current 
rate of inflation. Of this there can be no doubt 
whatsoever." 


Courchene VOp Cit, 1975, p.. 161. 
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government's net financing requirement then surely this link 
would have been clearly illustrated in 1975-76 when the NFR was 
at record highs due to the recession. The fact that it was not 
speaks for itself. 


In summary it does not appear after assessing the 
evidence presented above that the net financing requirements of 
the federal government forced the Bank of Canada into excessive 
monetary expansion over the period considered (1971-76). This 
does not mean that a large and rising net financing requirement 
will not cause a problem in the future. Obviously the size and 
rate of increase in the NFR could impose a constraint on efforts 
to keep monetary expansion within reasonable bounds, but in the 


past it does not appear to have done so. 
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SECTION II 


Deficits and the Exchange Rate 


As indicated in the previous section, one method of 
financing government borrowing requirements is to borrow abroad. 
Depending upon the extent of foreign borrowing the exchange rate 
may be forced to appreciate thereby hurting the export sector's 


competitive position. 


This section begins with a review of the ‘official 
position' regarding the exchange rate during the 1970's. The 
focus then switches to a brief analysis of the possible 
implications of foreign borrowing by all levels of government. 


From 1962 to May 31, 1970 Canada had a fixed exchange 
rate of $.92 U.S. to one Canadian dollar. The background paper 
on Monetary and Exchange Rate Policy described the events in 
1969 leading to the "flexible exchange rate" of 1970. In brief, 
tough monetary restraint in 1969 had contributed to high and 
rising Canadian interest rates leading to capital flows from 
abroad, which in turn put such strong upward pressure on the 
exchange rate that monetary authorities allowed it to 


appreciate. 


Unfortunately the Bank of Canada did not use the 
freedom a floating exchange rate implies to pursue an independent 
monetary policy. Instead monetary policy was to a great extent 
directed towards what the Bank of Canada saw as the most 
appropriate exchange rate. This point is clear from the Bank's 


own statements: 


"The exchange rate is a very important price in a country 
that trades with the outside world on the scale that 
Canada does .. .. It is not possible to ignore it even 
when it floats." 1 


1. Bank of Canada, Annual Report, 1970, p. 9 
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The Bank was also clear about how the exchange rate 


would be influenced. 


"It is therefore necessary to seek a mix of fiscal and 
monetary policy which encourages levels of interest rates 

in Canada that are SS with the exchange rate staying 
within a suitable range." 


Given that one of the main objectives of monetary 
policy was to stabilize the float, there are two main ways of 
doing so. First, the Bank of Canada through the Exchange Fund 
can purchase or sell foreign exchange to stabilize the exchange 
rate. In the first two years after the float it would appear 
that the Exchange Fund made considerable purchases of foreign 
exchange keeping the dollar from appreciating more than it did. 
(Table 5, column 3). 


TABLE 5 2 


Canadian Balance of International Payments 
(millions of dollars) 


(1) (2) (3) 

Balance on Net Capital Change in Foreign 

Year Current Account Movements Exchange (U.S. $) 
1966 —1,.162 803 -184.850 
67 -499 319 =i 132625 
68 3i7 446 440.600 
69 ce A 982 223.817 
70 1,106 424 769.233 
71 431 346 794.025 
Td -386 605 969.125 
73 101 pate re —~254:.. 758 
74 dy ae 1,537 8.500 
75 -4,779 4,375 ~ TID ke 
76 -4,187 4,709 215.775 


1. Bank of Canada, Annual Report, 1970, p. 9 


2. Bank of Canada Review, September 1977, Table 68 for columns 
(1) and (2), and Table 67 for column (3). 


see 


Second, monetary policy can be aimed at keeping 
Canadian interest rates at or below world (particularly the 
United States) levels. This prevents excessive capital inflows 
and hence removes upward pressure on the exchange rate (as 
indicated above the pressure was toward appreciation over the 
immediate post float period). The rapid monetary growth which 
occurred in this period was documented in the first section of 
this paper, and in part it can be seen as a consequence of 
trying to keep interest rates low for exchange rate stabilization. 
This conclusion is stated very forcefully by Courchene in his 


1970-1975 review of monetary policy. 


the net result of attempting to obtain an "appropriate" 
exchange rate was a very large increase in the rate of 
monetary expansion, the legacy of which is our current 

rate of inflation. Of this there can be no doubt whatsoever." 


Courchene reiterates this point again by stating: 


I feel that the fundamental error in post-float monetary 
policy was the decision taken immediately upon floating 

and continued through to the end of 1973 at least to 
stabilize the floating dollar at or near parity with the 
U.S. dollar. Essentially this decision converted the 
flexible rate to a fixed exchange rate, and not surprisingly 
Canada inherited the world inflation level." 


In 1973 monetary growth continued to be high despite 
Bank of Canada statements that it would start to tighten. The 
exchange rate stayed near parity with the U.S. dollar mainly 
due to the expansionary monetary policy and the fact that the 
oil crisis did not affect Canada's balance of payments as much 
as that of the United States. Note in Table 5 that Canada 
actually had a current account surplus in 1973 and that foreign 


exchange holdings decreased. 


Interpretation of the years 1974-1976 is not as straight 
forward as the 1970-1974 period when the 'par psychology' or ‘dirty 
floawihig!= was the order of the day. This does not mean that 


ie weourcnene (Opn Cite, 19n> pp. 161-162 


2. The term dirty floating refers to official interference 
with a supposedly freely floating exchange rate. 
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monetary authorities never interfered with the exchange rate over 
the latter period but many other events occurred which to a great 
extent overshadowed official interference. Tables 5, 6, 7, 8 and 

9 will be referred to extensively in analyzing the 1974-1976 period, 
and to some extent 1977. 


TABLE ad 


Canadian Exchange Rate 


Exchange Rate 
US S$ per unit 


Year Canadian Year and Month Exchange Rate 
1967 w2 1977 -— January me 
1968 Be 2 1977 - February eke | 
1969 a2 1977 - March 95 
1970 96 1977 - April | 25 
1974 99 1977 -.May 95 
bie MB 1.00 1977--= Vune OS 
1973 1.00 LOT? As sly: 94 
1974 LZ 1977 - August -93 
19:75 a 1977 - October -92 
1976 2. Ol: 1977 - November ~90 


Column (1), Table 5 shows that Canada ran large 
current account deficits after 1973. From 1973 to 1975 Canada's 
merchandise balance deteriorated reflecting a faster pace of price 
and wage increases in Canada relative to the United States and 
the greater severity of the recession in the United States. The 
signs over this period pointed towards a depreciation in the 
Canadian dollar yet it strengthened in the last quarter of 1975 
and through 1976 closing out that year at $1.01 US per Canadian 
dollar. 


The reason why the exchange rate appreciated rather 
than depreciated over the 1975-1976 period is of course found on 


1. Bank of Canada Review, November 1977, Table 71. 
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the capital account side of the balance of payments. Canadian 
industrial and government bonds were attractive to American 

investors since their yield adjusted for risk was substantially 
higher than similar American bonds and conversely Canadian 

borrowers fled from nominal interest rates which were higher in 
Canada than the United States due to the faster pace of our 

recovery and a higher inflation rate. Unfortunately for the 
provinces and municipalities the bulk of their bonds were denominated 


in U.S. dollars, hence they took almost all of the exchange rate 


risk. 
TABLE 7 
Selected Components of Capital 
Movements in Long Term Forms* (Millions of $) 
Direct Investment Canadian bonds - New issues 
Years Canada Abroad Federal roy. Mun. ~Corporate’ Total 
1966 790 =5 32 448 1, risy 1,408 
1967 691 mle 2 20 762 LIS 31.5 pe LO 
1968 590 -225 288 852 124 586 1,850 
1969 720 ~370 40 1,063 LTT 597 LAST 7 
1970 905 pce 26 528 65 541 1,160 
EOTLE Was) -230 28 25 26 391 bak 70 
L972 620 -400 30 1,140 169 345 1,684 
GO Nr | 150.” -785 12 857 110 306 A285 
1974 — 125 SS 14 dvs 1 3 234 448 2,409 
£715 670 -795 47 3,334 541 03) 4,953 
1976 = 295 = 5S 92 4,691 826 3,394 o7003 
rape Sr eo ees ae 8 =170 18 626 115 667 1,426 
Pi sieLo 0 -130: 28 753 64 490 dS 


Table 7 shows that new issues of Canadian bonds doubled 
in 1975. Table 8 shows that the provinces accounted for 67.3% 
of the total, corporations 20.8%, municipalities 10.9% and the 


1. Bank of Canada Review, November 1977, Table 65 
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federal government less than 1%. In 1976 the trend continued 
despite the fact that another huge current account balance deficit 
was recorded and again on grounds of international competitiveness 
or purchasing-power-parity a depreciation of the Canadian dollar 
was indicated. Looking again at Table 7, in 1976 all categories 
increased their absolute amounts of foreign borrowing with the 
provinces' total of $4,691 million being the largest although 
corporations tripled their total of 1975 to $3,394 million. In 
terms of percentages the ordering remained as before although 
corporations increased from 20.8% to 37.7% of the total. (Table 8) 


TABLE gt 


Percentage of New Canadian Bond Issues by Each Category 


Federal Provincial 

Year Government Government Municipal Corporate Total 
1966 2.8 31.8 oe 53.3 1,408 
1967 S Yn 60.0 13.6 24.8 LyZe0 
1968 15.6 46.0 6.7 Deiat 1,850 
1969 2d. 56.6 9.4 se le 5 US yD 
1970 aioe 45.5 50 46.6 1,160 
1971 2.4 62.0 ss 33.4 ue yf 
1972 I.8 67.7 10.0 20> 1,684 
1973 9 66.7 8.6 23.8 lj 2es 
1974 6 Sige | Diath 18.6 2,409 
1975 9 G7.3 10.9 20.8 4,953 
1976 dat 8) S201 ae A 9,003 
ES Fil pik Lies 43.9 Bice 46.7 1,426 

=~ be asl 56.4 4.8 36.7 13.35 


(Figures may not add to 100 due to rounding.) 


Although Tables 7 and 8 reflect the bulk of government 
borrowing abroad some components of borrowing are missing. Table 
9 fills in this gap and confirms that foreign borrowing as a 
percentage of total government borrowing increased from 17.9% in 
1974, to 24.8% in°1975, to 40.8% in 1976. 


1. Calculated from Table 7. 
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TABLE 9 
Government Borrowing Requirements - All Levels 


Total Direct and Guaranteed 
Borrowings % Financed By 


Year Cane Pee Domestic Markets Abroad 
1970 20.2 74.0 5.8 
1971 15.6 735 ae 
1972 16.8 Ons. k 16.1 
1973 29.0 biz 18..'5 
1974 ds Se) 68.2 i a gee | 
1975 LOs3 64.9 24.8 
1976 122 47.0 40.8 


Before concluding this section two further points 
should be made with regard to the mushrooming of foreign 
borrowing by the government sector (principally the provinces). 
First, the large current account deficit in 1976 comes mainly 
from the services balance which in part reflects the fact that 
the interest and dividends component reached nearly $3 billion 
in 1976 and will increase even more rapidly in future given the 
increase in new debt floated abroad in 1976. Second, direct 
investment shown in Table 7 continued the slowdown in net terms 
that started in 1973, but in 1976 was actually negative in 
Canada. The point here is that without the proliferation of 
foreign borrowing the downward pressure on the exchange rate 
dictated by the current account would have been even stronger 
Since direct investment, a normally solid source of capital 


movements into Canada, was negative. 


In conclusion the evidence indicates that the exchange 
rate was held at a higher level than dictated by Canada's 
competitive position internationally by a large increase in 
foreign borrowing in 1975 and 1976. Insofar as governments 


are to blame the provinces are the principal foreign borrowers 


oe 


with municipalities second and the federal government a distant 
third. However it can be argued that, indirectly, the rush to 
borrow abroad by the provinces and municipalities was a consequence 
of past monetary policy. The rapid expansion of the money supply 
in the 1970's contributed to inflation which in turn pushed up 
nominal interest rates. The tightening up in monetary growth 

since 1975 has pushed up real interest rates and, at least 

partly as a result of these two policies, the interest rate 
differential, between the United States and Canada in particular, 


made foreign borrowing attractive. 


Between January 1977 and November 1977 the dollar 
has depreciated to what many economists feel is a realistic 
level of $.90 US per Canadian dollar. Whether or not the extent 
of foreign borrowing will again force the exchange rate upward 
remains to be seen. However foreign borrowing is a potential 
problem, and a case could be made for co-ordination of foreign 


borrowing with regard to timing and magnitude. 


Bigs 


SECTION III 


Keynesian Demand Management Policies 


Keynesian demand management theories have been the 
intellectual underpinning of government deficits and fiscal 
policies since the Second World War. According to those theories, 
governments have a legitimate basis for maintaining their levels 
of expenditure when the economy weakens and their revenues decline. 
Financing expenditures through borrowing would sustain the level 
of aggregate demand in the economy above what it would be if the 
government reduced its expenditures in line with revenues. In 
addition, governments may attempt to replace the deficient item of 
demand that has caused the downturn in the economy by tax or 
expenditure changes. Corresponding actions to create surpluses 
are recommended to counteract excessive economic expansions. 
Criticism of the theory and application of fiscal policy has 
been extensive in recent years. In spite of the recognized 
improvement in the post-war economy compared to prior experience, 
little of that is attributed to fiscal policy. The criticisms 
fall into a number of categories: those that suggest that 
fiscal policy does not work; those that consider the practical 
implementation of fiscal policy too difficult to guarantee 
success; those that see the effect of fiscal policy operating 
differently in an inflationary economy to one with a basis of 
stable prices; and those that do not believe that fiscal policies 
can: be implemented with accuracy in an environment of democratic 
Po dtics Not all the objections can be thoroughly outlined and 
discussed here but, because the empirical conclusions to be 
reached later in this section are suggestive rather than conclusive, 


some coverage of the debate is appropriate. 


Fiscal policies can have no net effect if the funds 
used to finance government deficits merely displace other forms 
of expenditure. Pressure on interest rates might, for example, 
crowd out private investment or consumption expenditures. The 


—— 


Les [his 2Ssuesistapvsecussed in Section VI. 
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strength behind the Keynesian case, however, is that the growth 
of output stimulated by deficit policies generates incomes and 
new savings thereby providing funds for other uses. The actual 
effect is an empirical matter around which there is considerable — 
debate but still most operational models of the Canadian economy 
regard fiscal policy as an important lever over aggregate demand. 
Of course, if fiscal policy is financed by monetary expansion 
then no problem about generating funds is experienced and the 

net effect is almost certainly larger than "pure" fiscal policy 


financed by public borrowing. 


The operational implications of fiscal policy, indeed 
of all stabilization policies, have become more difficult in 
recent years because of the breakdown in agreement by economists 
on the relationship between aggregate demand, output and prices. 
Little agreement can be reached about whether an increase in 
aggregate demand will generate an increase in output or cause 
an acceleration of inflation. Looked at another way, few 
economists are willing to suggest a "full employment" unemployment 
rate, i.e. one which is compatible with price stability, and 
which should be the target of government policy. Many are 
prepared to say what is not a full employment rate, few are 
prepared to say what is. A comparison of the years 1966 and 1973 
serves aS an example of the unforeseen structural changes that 
have occurred in the economy. In both of these years actual GNP 
equalled potential GNP using the measures shown in Table 13. yet 
in 1973 the unemployment rate was 1% higher than in 1966. This 
relatively new uncertainty, coupled with the traditional problems 
about implementing policies which take time to have their effect 
in a world that is difficult to forecast, make the practical 
problems of fiscal policy acute. The probability of fine-tuning 
the economy has suffered a major setback. 


Thé effects’ of -fiscal policiés in *dn inflationary 


environment have not been as straight-forward as suggested in 


lle ee 
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Keynesian theories. In periods of excess demand, an increase in 
taxation has been primarily seen as a decrease in real income 
rather than a contributor to reducing economy-wide inflationary 
forces. The immediate effect has been more apparent than the 
indirect effect. To the extent that the immediate effect has 

put pressure on wage bargains, it could be regarded as inflationary 
and the net effect could be labelled contractionary but not 


deflationary. 


This sketch of some of the important criticisms of 
fiscal policy suggests that a cursory examination of its 
practice in Canada could not illuminate all of the issues. It 
is hoped, however, that the analysis to follow will provide enough 
evidence, when viewed against the backdrop of uncertainty already 


emphasized, to justify the conclusions. 


To assess the importance of fiscal policies we should 
ideally be able to reconstruct the past with alternative 
government policies. It would be particularly interesting to 
be able to divorce the effect of pure fiscal policy from that of 
monetary expansion, since they have so often been correlated 
(an exercise justified by the conclusions of Section I). Even 
if this were done?, it would not ensure that an act of deliberate 
policy was responsible for the particular fiscal results seen in 
any period. Therefore, it would not help answer the questions of 
technical competence raised above. To do that a more careful 
look at stated objectives and results would be required. Neither 
of these complicated exercises has been attempted here. 


The limited aim of this section is to review the timing 
and magnitude of fiscal policies undertaken by governments over 
the last twenty years; to make some judgemental associations 
between these policies and the course of inflation and growth 
over the same period; and to draw some conclusions about the 


1. One method would be to use an econometric model. However 
the assumptions of such models are part of the subject of 
analysis so they could hardly be used for conclusive proof. 
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appropriate ways of conducting fiscal policy. Fiscal policy is 
assumed to have a strong direct effect on aggregate demand with 


few indirect effects? throughout the remainder of this analysis. 


The Conference Board in Canada has recently conducted 
a review of government budgetary deficits in full recognition 
of the problems outlined above, and in similar expectation of 
significant, but not definitive conclusions. They concluded 
that "Canada as a nation has been running comfortable surpluses 
in the government sector position (on a National Income Accounts 
basis) for all of the past decade, except for the year 1975", 
and that "on the basis of these figures, it is difficult to 
see how the claim can be made that government deficit financing 
has been one of the major causes of the inflation that has 


plagued Canada in recent years"? (see Table 10). 


In Section I above, the criticisms of the Conference 
Board approach emphasizing the effect of federal deficits on 
the money supply were fully explored. For the purpose of this 
discussion, use of the National Income Accounts definitions 
are appropriate because we are concentrating on the direct demand 
generating effects of government deficits. Some doubt remains, 


however, whether Crozier's analysis can be fully accepted even 


within this context. Should analysis concentrate on the federal 


government or the consolidated government sector? Should 
crown corporations be included as part of the government sector? 
Finally, should CPP/QPP funds be regarded as part of government 


revenues? 


One answer would be that fiscal policy has clearly 
been the prerogative of the federal government over most of 
the period which we are considering and it is only their 
behaviour which is relevant. Since the federal government has 


some direction over crown corporations through non-budgetary ~ 


1. This is consistent with the results of the crowding-out | 
analysis conducted in Section IV, although that section — 
concentrated only on private investment. ee ; 


2. Crozier (1976a), op..cit., no page numbers. 
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loans, budgetary and fiscal policy may wish to encompass their 
actions. The approach adopted here, however, is that those crown 
corporations which operate much as a business enterprise are 

not generally controlled by budgetary policy and should not be, 
because their decisions should be based on market conditions. 
Hence, they are excluded from the government sector here as they 
are in the national accounts. One approach, therefore, concentrates 
on the performance of the federal government on a national accounts 
basis. It is not the only one, however, because there is a large 
body of opinion that argues that the provinces should also 
practice stabilization policy (see the Background Paper "The 

Role of the Provinces in Stabilization") or that the federal 
government can hardly be blamed for inappropriate action if 

other governments negate their initiatives. What is clear is 

that some agreement is required between levels of government 

about each others role and there should be a sharing of infor- 
mation about their planned behaviour in any year. Only in this 
way can policy have a chance of being successful. Even if all 
discretionary action is left to the federal government there 
should be an awareness of the policy climate it is working within 
(this has become especially important in light of some provinces' 
flirtation with fiscal policy). Therefore, the federal government 
and the government sector as a whole will be investigated to see 
whether deficit policies have been a cause for concern. Once 


again crown corporations will not be included. 


Having consolidated the government sector, the next ; 
question is how to treat borrowing from the CPP/QPP fund. In 
the national accounts presentation these flows are treated as 
another component of government revenue when the sector is 
consolidated. In practise, however, these funds are used by 
Many provinces to finance expenditures by crown corporations, 
i.e. the fund is used as a pool of investment funds for these 
corporations rather than a means of financing government 
expenditures. If these funds were not available then the crown 
corporations would either curtail expenditure or seek Siveseweee 
funds elsewhere, but are unlikely to have taxation revenue at 


their disposal unless the government is covering the deficits of 


4 
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these corporations. Since government business enterprises are 
being excluded , CPP/QPP funds used by them should not be included. 
In consolidation, therefore, CPP/QPP funds are assumed to be used 
to cover any provincial government deficit but any surplus of 
CPP/QPP funds above and beyond the provincial government's own 
requirements is assumed to be loaned to provincial government 
business enterprises and is not included in consolidating the 
government sector. This constitutes a fundamentally different 
interpretation from that employed in the Conference Board paper. 


Before presenting the details of this review, it 
would be useful to see what actually happened in the economy 
over the period of analysis. In which years has aggregate 
demand been high? This is a necessary preliminary question to 
judging governments' role in providing stimulation. Table 1l 
brings together some measures of capacity utilization in order 
to help explain the situation. Without elaborating on the 
methodology of each index it should be noted that quite specific 
and drastic simplifying assumptions have to be used in each. 
Nevertheless the indices tell a remarkably similar story as can 
been seen in Table 12 which converts all the indices to the 


same base over the period for which they are available. 


Demand was very high for all of the eleven years 
1964-74, having been weak for the preceeding five years. 1967, 
1970 and 1974 can be labelled as "recession" years, during 
which the rate of change of real GNP fell. By most standards, 
this success in keeping close to potential output has been 
impressive, but equally suggests a considerable danger of 
prompting inflation through excess demand. Over this 11 year 
period, inflation accelerated from below 2% into double digits. 
This does not necessarily mean the two experiences are correlated, 
but it serves to point out the fine balance that was being attempted. 
Real output grew by an annualized average rate of 5.4% over the 
1964-74 period with new jobs growing at 3.4% per year. 
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TABLE 11 


ALTERNATIVE MEASURES OF CAPACITY UTILIZATION (%) 


GNP Actual + Industrial Manufacturing 

; Year Potential Composite? (a)2 (b)3 
1956 100.7 
1957 98.4 
1958 96.2 
1959 95.3 
1960 93.7 
1961 92.0 88.6 86.6 76.6 
1962 93.9 89.4 88.0 81.1 
1963 94.3 89.3 88.2 83.7 
1964 96.1 92.6 | 91.2 88.1 
1965 97.9 94.4 93.6 90.9 
1966 100.0 95.1 94,9 91.6 
1967 98.1 rs ane 92.2 87.9 
1968 98.5 94.4 a epe 88.1 
1969 98.4 95.5 95.5 90.2 
1970 95.7 92.5 . 90.6 85.0 
1971 97.0 91.5 90.0 85.6 
1972 97.7 92.7 91.8 88.2 
1973 99.7 95.6 94.8 92.0 
1974 98.1 93.4 93.2 90.8 
1975 94.1 84.9 84.8 82.9 
1976 93.6 84.8 eel 84.1 


Footnotes 


1. Potential GNP is assumed to have grown by 4.7% annually up to 1966 and by 5.4% 
annually thereafter. These assumptions are taken from "Performance and Potential: 
Perspectives on the Economy" by Robert B. Crozier, The Canadian Business Re- 
ylew, Spring 1977 (Conference Board in Canada). They are said to correspond to 
a 4% unemployment rate 1956-72 and a 5% unemployment rate thereafter. 


2. Quarterly estimates published by the Department of Industry Trade and Commerce. 
Annual figure by simple averaging. (Not legitimate but accurate enough for the 
purpose of this table.) 


3. Quarterly estimates from Statistics Canada 31-003. 
Annual figure by simple averaging. 
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TABLE 12 


ALTERNATIVE MEASURES OF CAPACITY UTILIZATION! (%) 


See footnotes to Table 11 


ADJUSTED 1966 = 100 
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GNP Actual + Industrial Manufacturing 

Year Potential Composite (a) (b) 
1961 92.0 93.2 91.3 83.6 
1962 93.9 94.0 92.7 88.5 
1963 WEP aa 93.9 92.9 91.4 
1964 Got 97.4 96.1 96.2 
1965 97.9 99.3 98.6 99.2 
1966 100.0 100.0 100.0 100.0 
1967 98.1 98.0 97422 96.0 
1968 98.5 99.3 98.4 96.2 
1969 98.4 100.4 100.6 98.5 
1970 95.7 9723 95.5 92.8 
1971 CD hac 5 oe 96.2 94.8 93.4 
1972 OPE 97.5 96.7 96.3 
1973 99.7 100.5 99.9 100.4 
1974 98.1 98.2 98.2 99.1 
1975 94.1 89.3 89.4 90.5 
1976 93.6 89.2 89.7 91.8 


Spe 


Considering the role of the federal government, 
Table 13 shows that over the period 1956-76 the federal government 
account was in deficit primarily in years of clear weaknesses in 
aggregate demand. Over the 1964 to 1974 period surplus years 
outnumbered deficit years. Table 13 shows the same numbers | 
standardized by GNP and indicates that in the years 1964 to 1974 
the cumulative value of surpluses exceeded the cumulated deficits. 
It seems, therefore, that the federal government has allowed the 
automatic stabilizer of government deficits and surpluses to 
Operate and that conclusion is borne out by Graph 1. The simple 
fact that the government allowed surpluses in some years does 
not mean that fiscal policy was appropriate, because larger 
surpluses may have been called for, but it does silence the 


criticism that limits itself to the question of deficits alone. 


Graph 1 does indicate a substantially higher deficit 
Since 1975 than has been recently observed. Three developments 
can explain this. Firstly, the economy has been experiencing very ‘ 
low levels of capacity utilization which would suggest deficit 
levels about the same as those experienced in the late fifties. 
Secondly, the federal government has introduced a number of 
stimulative tax cuts. Thirdly, indexation of the personal i 
income tax has deprived the federal government of a considerable 
volume of revenue growth which they have come to expect in recent 
years. Apart ;from the last change nothing suggests that current 
deficits are somehow out of proportion with previous experience. 
The indexing issue poses some questions about restoring a fiscal 


surplus as the economy expands. 


Graph 1 indicates how a somewhat different conclusion 
could be drawn about the size of deficits considering the budgetary ot. 3 
deficit position of the federal government rather than the national 
accounts deficit. All of the differences between these two 
measures cannot be fully explained here but one important component aA 
is the funds available from public service superannuation schemes 
which are not regarded as budgetary revenue yet are a captive 


source of income for the government. 


3.3% 


TABLE 13 


Actual and High Employment Government Surplus and Deficits 
(Proportion of GNP 1956-76) 


Actual Deficit/GNP High Emp loyment Deficit/GNP 
Federal Adjusted? Federal Adjusted? 
Government Consolidated Government Consolidated 
Government Government 
1956 1.87 - 85 1.74 -64 
1957 SLE ( .06) 1.02 . 36 
1958 (2.21) (3.10) (1.59) (2.09) 
1959 Cs .92) (1.63) ( .10) ( .29) 
1960 ( .60) (7.75) 54 -13 
1961 (1.03) (2.11) - 45 -39 
1962 (1.18) (1.64) Cee) 20 
1963 ( .62) (1.36) - 34 -39 
1964 69 -20 1. 36 1.41 
1965 -98 a7 1.34 1202 
1966 - 37 621 Pee | wed 
1967 (r13) Costs) 19 ( .08) 
1968 (| .02) ( .66) 24 ( .14) 
1969 . 1.28 59 eS 7 1.19 
1970 | 31 220) 1.12 1.48 
1971 Cp2159 ( .76) - 41 - 40 
1972 ( .54) ( .63) ( .10) - 26 
1973 ry (i. 13) | 237 ( .02) 
1974 74 eee 1.15 99 
1975 (2.15) (2.62) fabri hs ( .94) (eroti) 
1976 C52) (2.19) re (222) - 45 


1 See Footnote to Table xX for explanation of Adjusted. 


2 Calculated using the ratio ofGNP to potential GNP shown in Table 13 
and assuming an elasticity of government revenue to GNP of unity and 
an expenditure elasticity of zero. 
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From the point of view of ‘fiscal policy these funds should be 
treated in the same way as taxation and hence the national 


accounts definition is appropriate. 


In spite of this good general picture the role of 
deficits in 1967-68 and 1972 seem suspicious. To take a more 
careful look at the behaviour of fiscal policy over the 
period, an attempt has been made to calculate an index which 
takes the effect of recessions on government revenues out of 
the picture and concentrates on active fiscal policy. Table 16 
contains the index, the high employment budget surplus, and 
indicates how it was constructed. By looking at the high 
employment surplus, and changes in it, the strength of fiscal 
action can be deducea!. From this table, the pattern of 
fecal pOlicy soyer, the 1964 towl9/4. period is clearer. Fiscal 
policy can be characterized as an exercise in "stop-go"*. The 
federal government has responded alternately to concerns with 
unemployment and then with inflation. They have interpreted 
the secular drift in unemployment rates as cyclical deterioration, 
and expanded demand. When inflation has become too rapid they 
have reversed policies. The period 1972-73 was a particularly 
bad period of over-expansion although the influence of policy 
on aggreagate demand was not limited to fiscal policy but 


included a rapidly expanding money supply as well. 


What conclusions can be drawn from the federal 
experience? Firstly in the conduct of fiscal policy it would 
appear that sometimes policies have been over-expansionary 
(1972-73), other times not expansionary enough (1960-61). 
Turnarounds in policy have either been too abrupt (1969-70), 
abrupt but just right (1975) or not abrupt enough (1973). 
Secondly, the problem of fiscal policy has not been just a 
problem with deficits but with designing an appropriate policy 
for the situation. Indeed, much of the problem has come from 


interpreting the situation correctly rather than a misunderstanding 


1. This does not imply that the effects were deliberate. 


2. As can monetary policy over the same period. 


Ors 


of how to use policies. However two lessons can be learned about 
the way fiscal policy should be applied in the current economic 


Situation: 


(a) Moderation should be the watchword. It is important to 
avoid returning to a stop-go cycle. Hence fiscal policy should 
be applied with caution while the major policy emphasis is 
on reducing the rate of inflation and monetary restraint. 
Small, more frequent adjustments to tax changes would be 
preferable to large injections of fiscal stimulus. 

(b) The federal government should set the current budget ina 
medium term perspective. It should outline the tax changes 
that will have to be made as the economy returns to its ; 
potential in order to avoid excessive demand. These changes 
should be outlined early enough in order that they can be 
publicly discussed and the necessity for tax increases (to 


balance current tax reductions) appreciated in advance. 


A longer-term proposal would require the federal 
government to set its actions in the context of medium 
term targets for the economy and for its budgetary position. 
Deviations from the medium term position should be explained 
by discretionary actions and automatic adjustments 
associated with the current situation, giving an indication 


of when and how discretionary actions are to be rescindea.* 


Turning now to the consolidated government sector, 
Table 16 shows that deficits have been consistently larger 
but that the pattern of deficits and surpluses is not so very 
different from the federal pattern. However, the strength of 
expansion and contraction was greater in some important years 
(c.f. 1967, 68, 70 and 73). Hence provincial and local action 
aggravated the stop-go situation. This result was to be expected > 


1. This suggestion was made in the OECD report "Towards Full 
Employment and Price Stability" (1977) prepared by a group 
of independent experts under the chairmanship of Paul 
McCracken. «pg 


») 
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since the provincial and municipal levels of government have 
primarily followed an accommodating budgetary policy. Revenue 
decreases have generated expenditure reductions and vice versa; 
the opposite of Keynesian stabilization policy. This does not 
necessarily mean that the provinces should undertake active 
Stabilization policies. Rather it suggests that they recognize 
the importance of their fiscal actions and co-ordinate with 

the federal government the role each is to play in exercising 


fiscal stimulus. 


38. 


SECTION IV 


Crowding-Out of Private Investment 


One of the most persistent criticisms against government 
deficits has been that borrowing by the public sector displaces 
borrowing by the private sector and hence investment in the 
private sector. That public sector borrowing will have this effect 


is open to some dispute because: 


(a) A reduction in the government's deficit could reduce 
incomes and hence savings and therefore not provide 
any net new funds for investment. Crowding-out is only 
possible if investment would otherwise have been 
undertaken. 

(b) Private savings also finance private consumption as well 
aS private investment. Hence investment may not be 


displaced. 


However, it is a tautology that a decrease in public 
sector direct spending on goods and services could release resources — 
for private investment. In this way, public consumption can be 
said to be crowding-out private investment regardless of the way 
in which public consumption is financed. Government deficits are 
to blame only in so far as they have been a convenient vehicle 
for increased expenditures, an issue which is not very susceptible 
to empirical verification. Inevitably, the share of government 
output in the economy increases in years of deficit because a 


recession usually causes both. 


Although it iS not clear which measure of deficit is 
most appropriate for the discussion of crowding-out, the federal 
government's large financing requirements described in Section I | 
have not caused any increase in direct expenditures at the federal 
level as a share of GNP. Federal deficits (national income 
accounts basis) in the late sixties and early seventies could be 
regarded as sources of financing for increased spending by the 
provincial governments but they could equally be viewed as 


necessary for an expansion of transfer payments to individuals. 


aos 


At the provincial level, where direct expenditures have increased 
rapidly, there has been no necessity to use public borrowing since 
the mid-sixties until the present period because the CPP/QPP 
scheme has provided an ample source of indirect revenue. Hence 


crowding-out is unlikely to have taken place. 


In an open economy where both financial and real resources 
can be borrowed from abroad at relatively fixed prices, it is 
doubtful that government borrowing need ever crowd out private 
investment. Of course, the pace of current consumption (be it 
private or public) is eventually constrained by the economy's 
ability to produce so that borrowing to pay for government 
consumption may represent an attempt to maintain a pace of 
consumption above that which can be tolerated by the growth of 
the economy. This consumption must be paid for eventually; 
this payment may take the form of reduced investment but could 
also reduce private consumption. The real problem, in cases where 
a problem exists, is with the size of government expenditures. 
Deficits are a problem only in so far as they have been an avenue 


for increasing expenditures. 


Is there any evidence that private investment has been 
crowded out? Table 14 shows that total gross fixed capital 
formation as a share of GNE fell by one percent from the late 
nineteen fifties to the late nineteen sixties and then by another 
one half of a percentage point in the early seventies. The 
former decline was concentrated in the non-government sector 
but more recently government capital expenditure has been growing 
more slowly than GNE. A larger share of investment in the late 
fifties was possible because imports considerably exceeded exports. 
The same pattern has recurred recently, in 1975-76,.although 
consumption also benefited from a larger trade deficit at that 


time. 


It is very difficult to draw firm conclusions from 
comparisons of five year averages when annual observations show 
considerable variation and each five year period does not represent 
1. Of course, the CPP,QPP funds can be seen as potential pools 


of investment funds which have been crowded-out by public 
use but that is a separate issue. 
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a neat cycle. However, more detailed analysis of individual years 
does not contradict superficial analysis. From 1968 to 1972 
business investment was below its peak performance and it is 
possible that consumption squeezed out investment over this period, 
especially in 1968-69, but the response of investment to excess 
capacity seems a more plausible explanation thereafter. However, 
in 1969 the federal government ran a surplus (even on a net cash 
requirements basis) so financial crowding-out could not have been 
a problem. Therefore we may be concerned about 1968. This would 
put the concept of crowding-out on an individual year basis rather 


than label it a general problem of government deficits at all times. 


Table 14 is somewhat suspicious because it only shows a 
modest growth of government spending, quite contrary to the general 
perception. Table 15 tells a more dramatic story because it is 
derived from current dollar estimates of GNE not constant dollar 
estimates. Which table is most relevant? Table 14 is derived 
from estimates of real expenditures, i.e. real consumption, and 
Table 15 is derived from estimates of the value of consumption. 

The former iS an indication of the quantity of investment and 
consumption of goods consumed whereas the latter is a better 
reflection of the resources required to produce those outputs. 

Lt; over time: productivity increases are such that fewer resources 
are devoted to the production of investment goods but not the 
services which contribute an important part of government spending, 
then the secular change in Table 15 would not be surprising. On 
balance, Table 14 is preferred as an indication of real crowding- 
out while Table 15 suggests the long-term effect of differential 
productivity changes. In spite of the difference in derivation, 
the two tables do not contradict each other with respect to the 
question of crowding-out. Government current expenditures have 
grown substantially at the expense of personal consumption not 


private investment. 


Table 16 shows that the composition of private investment 
has changed over the last twenty years with rapid expansion in 


investment in the trade, financial and commercial sectors. 
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Manufacturing investment has grown less quickly than total 
investment in the last ten years. It is doubtful that government 
deficit policies have had much to do with this reallocation of 
investment funds in the private sector (at least through the 


crowding-out route). 


The growing balance of payments deficit over the last 
two to three years, apart from reflecting the different cycle in 
Canada and a deterioration in competitiveness, may also be 
attributed to an attempt to keep the rate of growth of consumption 
above the rate of growth of the economy's capacity to produce. 
This consumption will have to be paid for in the future and 
therefore we will want to be careful about not crowding-out 
investment in the near future. We will have to be sure that debts 
are repaid through foregone consumption. This is again an issue 
of the size of government expenditure not deficits. The fact 
that these funds are borrowed from abroad is important only in so 
far as they have to be repaid from foreign earnings so that 
foreign deficits cannot support domestic consumption past the 
economy's ability to increase foreign earnings in the future. 

This is the vicious circle of foreign borrowing that sees deficits 
pushing up domestic inflation, thereby reducing international 
competitiveness and reducing the economy's ability to repay past 
debts. Certainly this possibility exists? but the recommendations 
of a floating exchange rate and a more cautionary fiscal policy 
suggestedin the previous two sections should prevent the Canadian 


economy from entering the vicious circle described above. 


In conclusion, it would seem that crowding-out has not 
been a problem up to now. To the extent that the choice has been 
delayed by increased foreign borrowing, consumers and governments 


will have to face a slower growth in real consumption in 
the future. | 


1. Although it puts an extremely simplistic and negative 
interpretation on the possibilities for sybstitution We 
domestic and foreign consumption and investment. 


Pe oe 
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SECTION V 


Intergenerational Transfers 


Some critics of the increase in the absolute size of 
borrowing requirements of all levels of government have suggested 
that a disproportionate burden is being placed on future 
generations since the interest payments on this debt will 
eventually become part of their tax burdens. In part this 
argument depends upon the use of the borrowed funds. If the 
funds are used for capital construction or for the development 
of a service, item or program which will be available not only at 
present but in the future as well then a distribution of the tax 


burden over present and future generations is logical. 


If the amounts involved rerlect a "borrowing spree" by 
governments, then it would be expected that the interest on 
publte debt “as, aipercentage Or Output, Gross’ National! Product, 
would have shown a dramatic increase particularly during the 
1970's. The table below shows total interest paid on the public 


debt as a percentage of Gross National Product. 


TABLE 17 
total interest-on, thevPublic: Debt 


as van Percentages oreGross National 'Product 


Federal Provincial-Municipal 
Year Government and Other Total 
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From the table it can be seen that the federal 
government maintained a remarkably stable percentage of interest 
payments to GNP, remaining at about 2% from 1961 to 1974. Other 
levels of government increased their percentage steadily from 
1967 to 1973 from 1.1% to 1.9%, contributing to an increase in 
the total percentage from 3% to 3.9% over the period. 


In the 1975-76 period there was a reversal of sorts 
with the federal government's percentage increasing by .4% while 
other levels of government remained steady. As expected the 
overall percentage has increased in the 1970's, from a peak of 
3.5% inv the. 1960s ‘to va peak“of 4 23"in Voi16e however, 11s 
does not appear to be a dramatic increase and except 
for 1975-76 there have been no quick or sudden changes. Unless 
the upward trend in these percentages accelerate there would not 
appear to be cause for alarm over the issue of intergenerational 


transfers. 


® 


SECTION VI 


47. 


The Political Economy of Deficits 


One final view point has to be examined before the 


conclusions listed in the previous sections can be totally 


justified. 
the actual 


as opposed 


(a) 


(b) 


democratic 


(a) 


(b) 


It concerns the political economy of deficit policies, 
behaviour of governments free to use deficit financing 


to the theoretical and analytical merits keynesianism. 


It has been suggested that in democratic politics: 


deficits will always be larger and surpluses smaller 
than they should be thus creating an inflationary bias 
in fiscal policy and a bias towards a larger public 
SECtoOr; | 

governments will always oversell the virtues of activist 


policies. 


These conclusions are based on an interpretation of 


politics which emphasize that: 


The immediate consequences of government policies are 

of more importance to the individual voter than their 

longer term implications. Not only are the immediate 
consequences more obvious and definitive but the voter 
cannot be sure how much of the longer-term, indirect 

effects of policy can be attributed to particular government 
initiatives. Hence governments will always risk 


unpopularity raising taxes or reducing spending in the 


short run, the period when elections may be most 


important. 

Democratic politicians, once they accept one idea that 
activist policies can improve the economic situation, 
will find the political demands for an immediate and 
precise improvement difficult to resist. Hence the 


virtues of Keynesian activism and ad hoc interventionism 


48. 


in the economy in search of quick results will be hard 
to resist. Moderation and compromise are not the 


routes to early re-election. 


The only conclusion to be drawn from these observations, 


TDN 


if accurate, would be to institute the discipline of non-intervent- 
ionist, non-activist control on governments. How accurate these 
observations are, cannot be explored here. However, the essence of — 
the current National Economic Strategy exercise is, in fact, a 

test of these political observations; to show that democratic 


politics are not so confined. 


The test of these observations will be whether governments 


can accept a new picture of our economic reality: 


(a) that there are limits to the benefits from activist 
policies. The benefits are substantial but’ are’not to 
be oversold; 


(b) that government are not all powerful to control the 


Ae 


operation of the economy; 

(c) that government actions have been wrong in the past 
but that these mistakes can be corrected; 

(d) that guidelines are needed for future policy direction 
both to set the limits of government action and to 
explain those limits to the public; 

(e) that a new round of sectoral specific ad-hocry is not 


an answer to the economy's problems. 


If the exercise is not successful then a more pessimistic 
conclusion of the democratic political process may become justified. 
Stronger conclusions about policy making and restraints on 


government action may then have to be considered. 


> 
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SECTION VII 


Conclusions 


In Section I it was concluded that the net financing 
requirements of the federal government did not force the Bank of 
Canada into excessive monetary expansion over the period 1971-76. 
However the size and rate of increase in the net financing 
requirement could impose a constraint on efforts to keep monetary 
expansion within reasonable bounds in the future, and caution 


must be exercised to ensure that this does not occur. 


In Section II a review of evidence concerning the 
exchange rate revealed that from 1970 to 1974 the exchange rate was 
held at or near parity with the U.S. dollar through official actions 
in the foreign exchange market and through monetary policy aimed at 
fixing the exchange rate at that level. In the 1975-76 period the 
exchange rate was held at a level that was higher than warranted 
by Canada's competitive position internationally by large increases 
in foreign borrowing. The largest government component of foreign 
borrowing is provincial direct and quaranteed borrowing. Next are 
the municipalities and the federal government component is smallest. 
At present the exchange rate appears to be at an economically 
realistic level. However, if excessive foreign borrowing by 
governments in Canada causes an exchange rate problem in the 
future, a case could be made for co-ordination of foreign borrowing 


with regard to timing and magnitude among governments. 


In Section III the central conclusion is that although 
there have been errors in fiscal policy making, the solution to them 
would not be to totally reject the use of budgetary policy to 
Stabilize the economy. If institutional mechanisms could be 
introduced which would encourage greater understanding about the 
role these policies can play and more precise examination of their 
timing and effects then fiscal policy can be a useful policy 
instrument. When the economy is relatively close to full employment 


the emphasis in the area of fiscal policy should be to let the 


Doe 


automatic stabilizing role of government policies do most of the 
work. This means letting tax revenues fall and unemployment 
insurance payments increase, thus creating a budgetary deficit, 

but not introducing new programs of government spending nor reducing 
tax rates. When the economy shows strength, the government should 
allow receipts to exceed revenues and create a budgetary surplus. 
The emphasis, when close to capacity utilization, should be .on 


caution rather than on activist policies. ; 


When the economy moves further away from its potential, 
the rationale for more active stimulatory policies becomes more 
compelling. Here policies should only be used which can be 
easily reversed. Instead of generating new programs, 
should be placed on speeding up already budgeted expenditures or 


using changes to general rates of taxation. 


It is very important that governments be prepared to 
tolderate surpluses as well as deficits. A good part of the failure 
of fiscal policy has been in failing to let revenues remain unspent 
in years of excess demand. There is one institutional change that 
could improve the certainty of more appropriate surplus policies: 
government should publish medium-term economic and budgetary 
targets which would indicate the expenditure levels and tax rates 
appropriate to meeting those targets. Deviations from the medium- 
term position should be divided into discretionary and automatic 
adjustments and an indication shovld be given of when discretionary 


actions will be rescinded. 


Although the federal government should conduct fiscal 
Stabilization policies as described, the case for provincial 
stabilization can not be generalized. This will depend on the 
nature of the individual province (see Background Paper on 
Provincial stabilization). What is important, however, is that t 
both levels of government keep each other informed of their medium- eMac 
term approach to fiscal policy so that policies can be better 
co-ordinated. Some relaxation of pre-budget secrecy between 


governments could improve the decision making process. 


’ 


ea 
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In Section IV a cursory examination of investment in 
Canada over the period 1956-76 did not reveal any clear, evidence 
of crowding-out of private sector investment. However to the 
extent that this phenomenon has been delayed by increased foreign 
borrowing, consumers and governments will face slower growth in 


real consumption in the future. 


In Section V it was concluded that the borrowing 
requirements of all levels of government do not appear to be 
placing a disproportionate burden on future generations. That is, 
there is not a problem over the issue of intergenerational 


transfers at the present time. 


Section VI outlines some of the arguments involved in 
the political economy of deficits but does not attempt to draw 


conclusions on this issue. 


In summary it has been shown that common concerns about 
deficits are really more fundamentally concerned about the 
relationship between deficits and fiscal policy, and the effect 
that government borrowing will have on the money supply, the 
level of investment and the exchange rate. The guidelines for 
action in these policy areas described in this paper and other 
background papers should be adopted. To constrain active monetary 
policy adherence to a money supply rule and a floating exchange 
rate has been advocated. To prevent crowding-out, procedures for 
making the size of the government sector more responsive to public 
demands have been proposed. To ensure that the exchange rate 
reflects the underlying competitive position of the economy 
governments are advised to refrain from attempting to artifically 
Support or depress the rate. With these policies in place and the 
reforms to fiscal policy described above, there should be far 
less concern about government borrowing requirements destabilizing 
the economy in the future. However, if some priority has to be 
established it should be that deficits be reduced rather than the 


other policies compromised. 
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I spoke this morning about the economic opportunities 
in our country and about the uncertainty that exists despite 
tose Opportunt tires. “ NOtwrtenstandince- our current’ difficulties: I 
tried to underline that, nonetheless, the economic successes of 
Canada standout in the worlds. Tavs 4s true over Sut but’ the?most 
recent period. “ft -vs" trie’ by wirtualty any measure’.<i: It is 
equally --the *case™* that *ouG=prospects fom recovery are’ good 
and the seeds of eae recovery are already deeply rooted. 

I do not believe that uncertainty has its base in 
an objective reading of our economic record or a realistic 
assessment of our economic prospects. It springs, I believe, 
both from our current problems of inflation and unemployment 
and froma perception that we are moving into a future that 
is likely to be very different from our past. Rapid change 
and the growing complexity of our economic system make 
eehedeans feel they are losing control of their own destinies. 
The events of the past four years have made us keenly aware 
Of the growing tnverdependence’ or tne world "economy: te The 
increasing interdependence of nations has been an important 
source of growth ii themwortd. “Butvit Nas also 'madevus 
“more vulnerable. The politics of the Middle East, frost in 
Florida, the failure of a coffee crop in Brazil: events 
such as these, over which Canadians have no control, seriously 


at fect’ ourvdal ly Lives. 


We in Canada cannot alone change the world 
economy --- we can though, I believe, do a better job of 
helping Canadians understand and adjust to its impact upon us. 

Our citizens, like those in other countries, 
also have a growing mistrust of, imsterucronss--—_ sor 
corporations, of labour unions and, especially, io.L 
governments. Many people think their institutions are 
not. serving them well enough. “They weeel ine, sare: oe 
big, too’ inflexable, too remote from therm idariy avec: 
They believe their institutions are responsible for 
higher: prices, the* lack \of jobs;7 thegiuntat ie iiied 
aspirations of younger Canadians and the unmet needs 
of senior citizens. Governments, and we as Government 
leaders, must respond. to, these concerns. 

Let"s face it --—,as) leaders, of eleven 
Governments we also seem, at times, to be competing with 
One another rather than cooperating in the interests of 
those we are elected to serve. I believe that we 
must and can change and that we will make progress 
in ‘that uregard sthis sweek. 

Faced with uncertainty and frustrations, our 
citizens appeal to us in two ways. Those with special 
needs and problems call on Governments to spend more 
money and to intervene further in the management of 
the economy. Other Canadians, a growing number, are 
calling for restraint, for withdrawal, for an intensive 
reexamination of the roles and responsibilities of 
Governments. 

We must find the way to respond fairly to 
both calls. ..And) most important we must dowso -togennew a. 


honestly and openly. This is essential. 


Tehappen towfeel thatwalbthough.we mepresent ten 
provinces, six or seven regions, and the entire 
political spectrum, we can find common cause and 
work to common purposes. For the aspirations of 
Canadians will be realized only if we can create 
a renewed sense of common purpose. This process 
of renewal must be based firmly on new partnerships 
between eeGhuseine and between Canadians and their 
Governments. 
Allow me to set out for a few moments what 
I believe are necessary conditions in this new 
parcnerships>sAmongstymany, ilubelieve,four are,of 
primary importance: 
FIRST, it 1s Governments' task (in 
consultation with Canadians) to establish 
the economic goals the country can 
achieve --- that is part of our work 
over the next three days. 
SECOND, we must understand that private 
citizens and private markets have the 
major task in ensuring economic performance 
in Canada. Our job in Government is to 
provide an economic framework --- we 
cannot and should not manage all the 
details Of :economicr activity. 
THIRD, we must recognize the country 
is diverse in its regions and that the 
economies of each region are continuously 
changing. It is because Canada is diverse 
and dynamic, that the relations between 
Governments at all levels must be flexible 
and adaptable. That we must also 


demonstrate. 


FOURTH, good economic performance is 

not. an> end in “atselt. ° But without, 

the kind of country we all want, humane, 

tolerant and compassionate, is not possible. 

Therefore, we must provide the effective 

leadership which good economic performance 

demands. At the same time, as political 

leaders, we must aim to serve Canadians 

in a variety of ways, not just to help 

manage the ‘balance*sheet. 

These four conditions are, inimy view, critical; —-— 
realistic economic goals, a healthy private sector, adaptable 
Government institutions, and a sensible balance between 
economic and social interests. 

If we look honestly at the record, we see that 
our Governments have moved rapidly and massively to provide 
Canadians witn services and support. Although our citizens’ 
incomes increased a great deal, Government revenues and 
expenditures increased even more. 

From 1965 to 1975, Government expenditures, at all 
levels, grew from 26% to 36% of our gross national product. 

There are many who argue that our Governments have 
grown too fast and too large. «They Says that our atta. 
to provide government services for people, we sacrificed 
economic efficiency and competitiveness. I have some 
sympathy with this point of view. I recognize, as we all 
must, that if we are not efficient and competitive, if we 
do not create wealth in the country, we cannot sustain our 
efforts to help those who need it and build a more humane 


and equitable society. 


Our aim must be to constrain the growth of 
our GOVerTnMents.e ; We mus tameducer our; sShare.ofgross 
national product. But, even more important, we must 
reduce the’ intrusionvofsbuneaucracy inthe; daily; lives 
of Canadians. 

We havesgot the message: <Inel976,+forsthe 
first time in a long while, Governments' share of 
gross national product fell. Federal expenditures, 
excluding transfers to your Governments, grew by less 
than 9%, while gross national se Seance grew by almost 
15%. Provincial expenditures followed a Similar pattern. 
In 1977 our growth rate will be very close to the growth 
in the gross national product and hopefully slightly 
below. Expenditure restraint will continue. 

We must be mindful, nowever, that Governments 
have not grown because of the carelessness and opportunism 
of{ politicHans: The programs we have introduced have 
been in response to the needs and desires of the 
Canadian community. Some would argue that we have 
responded too, wells hn Butyr astapresult,of them, ,,;the 
benefits of our wealth have been widely shared. 

We Canadians, and your Governments and mine, 
have chosen to use an increasing share of our wealth 
to provider bet texmeducation; betternthealth, care,,better 
roads, a better environment and increased pensions and 
support for the elderly and the disadvantaged among us.. 
We may have moved too quickly at times, but I could not 
agree thatiswe nave moved amniithe;wrong daxnection nor .could 
I be a member of a partnership that would destroy these 
fundamental support systems tnat have so enhanced the 


lives of Canadians in every region of the country. 


I cannot, therefore, agree with those who 
argue that we should retreat from the objectives we 
have been seeking to serve. We must resist the 
rhetoric that argues that to reproduce the growth 
of the 1960's we must return to the world of the 
LoS 0.cse 

The path we need to follow now is even more 
challenging. Our task is to reexamine the ways in 
which our policies and our programs are implemented. 

If some are found to have outlived their purpose, 
they should be eliminated. Those which needlessly 
intrude in Canadians! lives can be changed i+-— yvand 
should be. We must approach this task positively and 
with an open mind. Not with a view of retreating 
from the human and progressive goals we have sought 
to serve, but rather with a view to ensuring that our 
efforts to pursue them are supportive of economic 
incentives, individual enterprise and personal 
dignity - 

Diversity of approach and initiative must 
remain our strength. But we share in Canada a broad 
range of public policies at all levels of Government. 
These policies establish the framework within which 
commerce and economic activity are pursued in our country. 
They are not exclusively federal or exclusively provincial 
policies, but policies that provide the broad rules 
of the economic game. They include trade and industrial 
policies, economic regulation of all kinds, labour 
relations and energy policy --- all of which we will 


discuss’ at’ 4hise Gon ference. 


) 


In streamlining and adapting our programs, 
we have a great deal of room for creative and 
imaginative diversity. The genius of our federal 
union lies in its capacity to have arrangements 
appropriate to each of ten provincial Governments 
and their citizens. We must not allow this adaptive 
capacity to be compromised by our short-term economic 
di fiten lives: 

In fact, Canadians will know your Governments 
and ours have already begun to find new ways to make 
programs work better. Allow me to give two examples. 

The national home insulation program was 
deliberately designed to provide incentives to Canadians 
to conserve energy. As you know, we considered 
regulation but rejected it as excessively bureaucratic, 
interventionist and inconsistent with our social 
structures. Similarly, the employment tax credit is 
an experiment “in providing tincentive:.to ithe private 
sector to create jobs as opposed to further Federal 
Government job creation. If it is successful, we will 
expand ict. 

There are other areas within our joint 
responsibilities where “seen take a Similar approach. 
Minimum wage policy is often alleged to cause more harm 
than good.'> Some vargue that it decreases our competitive 
position and increases unemployment, particularly among 
the young. It is clear minimum wages serve social goals. 
But, in my view, it 1S worthwhile to examine whether 
direct income supplementation for low-wage workers would 
not accomplish the same social objectives as the minimum 


wage with less distortion in the economy. 


One could equally ask whether income supplementation 
is not a more effective social and economic measure 
than directly controlling prices, whether by subsidy 
as we do with oil, or by direct regulation as we do 
with rental accommodation. 

Many of you, in your own jurisdiction, have 
been equally creative. Premier Davis your 
Government in Ontario has introduced a refundable tax 
credit system to provide relief from property and 
sales tax for low and middle income taxpayers. 

Perhaps this is a model that should be pursued on 

a broader scale. Indeed, should we be questioning 
the concept of universality in some of our social 
programs? «Is there good reason, for example, why 
those Canadians with high incomes should receive 

an Oil subsidy or otner subsidies? If we can devise 
programs that can provide support to those who truly 
need support, without bureaucratic intervention, then 
we could serve olir Social objectives while seducing 
government expenditures, market interference and 
bureaucratic intervention. 

Our federal relations with provincial governments 
are also evolving to serve Canadians better. Over the past 
two years, we have agreed on new funding arrangements 
for our Shared programs in health and education. 

These arrangements recognize your growing economic 
Fiscal strengtn. They reflect a determined’ search 

for new approaches. ,»They widl provide both, tax. pointe 
and assured. federal support, while leaving your 
governments free v to’ set your own prioratiess i patie 


light of your objectives and your needs. 


We have joined with your governments in 
all regions to conclude development agreements. 
imese ensure that sboth levels ‘of /government see 
to it that monies spent on such developments as 
wharves, roads, new plants and new mines are 
spent wisely. 

We have also developed continuing 
arrangements to formally exchange information and 
Opinions on the state of the economy. Our ministers 
of inance meet annually, prior to formulating ‘their 
budgets? to consider what actions by governments 
would be most appropriate. 

We have made a new beginning but we have just 
bequn.--— Ln wOuUnR OWN areas ang nLogether j--=) we must 


now work quickly to accelerate the pace. 
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I believe the work we do here these next three 
days can be of great importance to our country. We are 
here today because eleven of us who lead Canada's governments 
believe a great deal can be done to speed our economic 
recovery and ensure greater prosperity for Canadians. In 
preparation for this conference, I was privileged to meet 
with each of you in the capital of your province. Those 
valuable talks were followed by an intensive and highly 
focused series of federal-provincial meetings that marked, 
in my view, the beginning of a new era in collaboration 
between the provinces and Ottawa. Our ministers considered 
a broad range of specific issues wherein our responsibilities 
to the people of Canada are shared. In these meetings which 
took up such questions as energy, agriculture, manufacturing 
and mining, provincial ministers participated as co-chairmen. 
Our Finance ministers also met. They reviewed the economy 
in the short and the medium term; and the federal government 
has since made public its economic projections and targets 
for the medium term, the first time this has ever been done. 

Today, we meet to continue that process of collaboration; 
to discuss, among ourselves and openly with Canadians, economic 
opportunities for our country and the economic policies and 


programs of our governments. 


There is uncertainty in Canada. The world has 
suffered a major recession. Fortunately, we were not 
one of its victims but we are not free of some of its 
effects. Our growth has not lived up to our potential. 

Too many Canadians who want to establish a productive 
place for themselves in society are having difficulty. 
High rates of inflation continue to disturb our economic 
system. 

Many Canadians understandably are anxious about 
the future. This very anxiety saps our creative energies. 
None of us at this table can be content when such 
conditions exist. We have been through difficult times 
before but have found the strength and perseverance to 
succeed. We will succeed again; there is no doubt in 
my mind about that. What is different today is the 
developing sense that we may have reached a point unlike 
any in our history. There is truth in this, but no 
grounds for pessimism. 

We can I know assure enough growth to guarantee 
employment for those who wish to work - and do so without 
setting off another round of inflationary pressure that 
will defeat our purposes. 

We can continue to grow I am persuaded without 
exhausting our supplies of energy, without pillaging our 
natural environment and without limiting the rights of 
minorities and the freedom of the individual. Our 
institutions, Our governments and our people are, I believe, 
dynamic and flexible enough to meet these fundamental cca re 
a world of accelerating change. 

These, then, are the issues - and the challenges - 


that define our agenda for this conference. 


They must be faced with a realistic sense of 
who we are and where we are. Let's be clear about one 
thing. Canada is not a sick country in a healthy world. 

In fact, Canada is one of the few countries in the world 
where output and employment have continued to expand in 

the face of world recession. This is a record in which 

we can all take pride. Our economic performance has 

been consistently better than all industrialized countries, 
with the exception of Japan. From 1965-75, the average 
income of Canadians, after taxes and after inflation, 

grew by about 58%, over 4.5% per year. That is, Canadians 
on average, were able to buy over one and one-half times 

as many goods and services in 1975 as in 1965. An average 
of 250,000 -jobs a year were created in Canada. It is not 
that this was a bad record - it was a very’good record - it 
simply was not good enough. 

In 1973, when the world was plunged into recession, 
growth faltered in every other industrialized country. In 
Canada, however, the economy continued to grow. 

By 1976, our output had increased from its 1973 
level by almost 10% - a better growth performance than 
Japan or Germany and three times as great as the United 
States. Employment in Canada also grew faster through 
this period than in any other major country. So did 
Mponeey While the rest of the world stalled, the average 
real income of Canadians grew by 15% from 1973 to 1976. 
That is after taxes and adjusted for Teen In the 


United States, the average American's income over this 


‘Same period grew by less than 2%. That is the picture. 


Trous scold comfort, you) say, to be told how well we-did 
compared to others when we might have done better. I do 
not diSagree. But let us not obscure the facts. Let us 


not lose ourselves ina fog of negativism. 


The world iS on a recovery course. AS we 
proceed on that course, evidence mounts that ina 
measured way, Canada can reattain its potential with 
continuing reductions in both unemployment and inflation. 

This morning as we discuss the medium term 
outlook, may I suggest that the following realities be 
kept in mind. We did not do as well in 1976 and 1977 
as before nor as well as all of us would have liked. 
Nonetheless: 

255 our economy generated 250,000 jobs in 
1977; only the U.S. produced jobs ae 
a higher rate. 

-- our competitive position is improving. 

Wage increases are now about 7-8%. They 

were 20% two years ago. The devaluation 

of the dollar has also helped. Our 

exports grew rapidly last year. Indeed, 

our merchandise trade surplus is estimated 

as have tripled in 1977 over 1976, to 

over $3 billion. 

-- 1977 profits improved almost 9% over 1976. 
Our industries are moving into a position 
where they can resume productive investments. 

-- In the third quarter of 1977 the economy 
grew at an annual rate of 5.2%. That is 
close to potential or what it should be. 

The Conference Board, authoritative and 

independent in economic matters, reports 

that consumer confidence at the end of 1977 


was higher than at any time since mid-1974. 


Canada is not chronically ill. We all 
reject the very idea. In fact, Canada is on the 
path to full recovery. But it will not reach that 
point without much more work. Our task is two-fold. 
First, to ensure that the recovery occurs; second, 
to ensure that it is sustained. What we are doing 

SS today iS writing an insurance policy that will serve 
us well tomorrow. This can only be done by concerting 
our efforts, our policies, and our programmes. 

All of us here have common responsibilities 
to the people of Canada. There is virtually no economic 
area, in, witch. one.Of uS Can=act without affecting) us.all. 
We must recognize this fundamental fact and in its light, 
work together. 

We have set ourselves the broadest possible 
agenda for this conference. Our deliberations, I hope, 
will be thorough, fairminded and frank. I hope that we 
will arrive at a realistic view of the potential of this 
remarkable country and what we must do to achieve it. 

ss») I hope, moreover, that in these next three days, we 
can lay the foundation for a renewed sense of purpose 
and partnership between Canadians and their governments - 


for a refreshed and revitalized Canada. 
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SPEAKING NOTES: THE PUBLIC SECTOR 


Introduction 


Mr. Chairman, fellow Premiers, this morning I tabled 
and discussed comprehensive proposals for an economic strategy 
for Canada. This afternoon, I shall address myseif specifically 


to the important issues of growth_an overnment. 


Problems 


During the- last decade and a half Canada has witnessed 
a dramatic increase in the role of government and spending by 
government. During this period total government spending 
expanded at a real average annual rate of 7.2 per cent. Total 
output of our economy grew at only 5.3 per cent, or 30 per cent 
less than the rate of growth of government. Government spending 
that represented approximately 30 per cent of our gross national 


product in 1961 now is more than 40 per cent. 


Growth of government has been a major contributor to 
current problems of inflation and unemployment and one which 
we have tended to ignore most obviously in the current Anti- 
Inflation Program. Government taxes, levies and costs have 


seriously eroded the purchasing power and discretionary income 


of all Canadians. The enterprises which we have and the 
investors whom we must encourage are faced with a growing 


tax burden, a multiplicity of conflicting regulations and 


uncertainties in our fiscal and monetary policies. They are 
undoubtedly hesitant to make their long-term commitments to 


doing business in Canada. 


While much of the growth in government results from 
demands from the public, it is now evident that these demands 
have, in many instances, been government inspired. It is 
equally obvious that there has been inadequate appreciation of 
the ultimate cost -- to people and to the economy -- of the 
programs and of our ability to absorb the costs on a sustained 


basis. 


Excessive growth in spending has meant that governments 
have put large demands on funds that would otherwise be available 
to the private sector. Additionally governments have set 


compensation patterns that the private sector could not afford. 


Solutions 


First and foremost I urge all governments to adopt a 
policy of spending restraint. Specifically, we propose that 
the growth in government spending should be kept below the 
growth in the economy. It is our opinion that the difference 


should be at least one percentage point. 


In my remarks this morning I urged the establishment 


of a Council of First Ministers to deal with economic policy. 


y 


What I have just proposed is an example of a specific issue of 


national concern to which the Council would address itself. 


During the necessary period of adjustment other action 


must be taken to ensure that when strict restraints no longer are 


necessary, government will provide services in the most cost- 
effective and accountable manner. In particular, it is 
proposed to maintain full indexing of personal income taxes. 
Indexing reduces the tendency for government revenues to 
outpace growth in the economy and therefore forces governments 
to increase taxes if they plan to significantly expand 
expenditures. In this way the public has a better opportunity 
to judge whether the expansion of government spending really is 


wanted. 


Another method of improving the accountability and 
delivery of government services is to adopt the principle that 
provincial taxation responsibility should be aligned with 
provincial program responsibility. In other words, federal 
government spending power should not dictate the pattern of 
provincial programs. We advocate returning more tax room to 
the provinces. We recognize, nevertheless, that transfers may 


be necessary as an equalizing factor for some provinces. 


Too often our income support programs fail to reach 


the people whose need is greatest. British Columbia's position 
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The matching process should be flexible enough to 
recognize the obligation of governments to pay fair compensation. 
Private-public sector comparisons should not be limited to wages 
alone. They should be based on total compensation concepts 
(including non-wage government benefits, indexed pension plans, 
job security, etc.). The development of compensation data must 
be realistic and objective to gain acceptance by labour and 
third-party arbitrators. Labour must have input on the methodology 
of data gathering and compilation. This approach will be of 
benefit to the collective bargaining process. Public sector 
compensation should be determined within the context of government 
spending constraints and budgetary pressure should be placed on 
public sector employers to hold them directly accountable for 


the settlements which they negotiate. 


We advocate the formation of an interprovincial pay 
comparison body as a practical means of establishing public 


sector pay comparison between provinces. 


Conclusion 


The foregoing proposals, which are more fully detailed 
in our paper, Towards An Economic Strategy For Canada, respond to 
the problems of the growth of government. I make no apologies 
for reiterating my remarks of this morning when I urged you to 
seriously consider a new mechanism for co-operative policy- 
making in Canada. A Council of First Ministers should sit at 


least twice yearly to ensure the implementation of policies and 


discuss economic matters of importance as they arise. This 
Council and the groups reporting to it would play a central 
role in the implementation of initiatives governing the public 


sector. These initiatives should be of two kinds: 


(1) proposals that governments can all agree with and 
implement immediately and; 

(2) proposals requiring analysis and further consultation 

| among both federal and provincial governments before 


implementation. 


Proposals of the first kind would include British 
Columbia's suggestions for overall expenditure restraint, 
agreement to the proposed principles for public sector compensation, 
agreement to maintain full indexation of personal income taxes, 
and agreement to the principle of reducing, as much as possible, 
spending competition among governments. Into the second group 
of proposals would fall the suggestions for iiteetend efficiency 
and accountability in government spending including: further 
return of tax room to the provinces and a review of the income 


Support system along the lines suggested by British Columbia. 


| | CAMARA -~ FEDERAL PROWUWUAL 
REL-ATIO“MS 


CDA | DOCUMENT: 800-7/ 072 
ae 
CE Sd 
) THE LIBRARY 
FEDERAL-PROVINCIAL CONFERENCE AUG $0. 1978 
OF 


Faculty of Management Studies 
FIRST MINISTERS University of Toronto 


Report tO First Mints ters <conrerence 
on the Canadian Manufacturing Industry 
) : 
ihe, Honourapte Jack HH. horner 


Minister of Industry. Trade and Commerce 


Ottawa 
February 13-15, 1978 


het 


Ny 


<j 


a 


REPORT TO FIRST MINISTERS' CONFERENCE 
ON THE CANADIAN MANUFACTURING INDUSTRY 
BY 
THE HONOURABLE JACK H. HORNER 
MINISTER OF INDUSTRY, TRADE AND COMMERCE 


My report to you today is based on a hard look which 
Ministers of Trade and Industry have taken at the performance 
of the manufacturing sector and at the policies which affect it. 

My colleagues and I concluded that economic development should have 
the highest priority in policy making at all levels. 

Our findings were reported in a joint communiqué 
which we agreed to issue to the press following a day-long 
review cf the issues. We were assisted by a number of 
background papers on overall Canadian manufacturing performance, 
by economic region and by industry. You have these studies. 

Our examination has confirmed that the manufacturing 
sector has been a major contributor to the development of the 
Canadian economy over the post-war period. Canadian manufacturing 
output grew faster than that of most industrialized countries 
during this period. Productivity in the sector advanced more 


rapidly than in the United States. Employment in manufacturing 


vrose from 1.3 million persons in 1951 to more than 1.8 million 
in 1976. Although manufacturing remains concentrated in Central 


Canada, all regions of the country shared in the growth of 


production and employment. 


The cone ee of manufacturing to Canada's ” te 
i 5 ve 


economic well- -being extends far beyond the limits ‘of the” 


sector. In addition to the one job in five which ee 
fe " 
manufacturing provides directly, the sector supports at 1 


“a 


half again as many jobs in related service ‘industries and 

in industries which supply tie raw materials and power. — 
oe Ay 

Output per worker in manufacturing rose half again as fast 


i 7. 


as in the economy as a whole over the post-war period. 


This increase in productivity contributed more than one thi 
¥ ' 


of the total rise in Canadian peer, capita incomes over the post-_ 
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I are concerned that a number of recent mas 


the ability of. the sector, to make its full p 
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contribution in the years ahead. sie 
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have fallen below their levels of the 1950’s and 1960's. 
All these factors weaken the competitiveness of our 
manufacturing industries. 


Moreover, the competition we face from other 


countries is getting tougher. The Japanese and European 


economies have completed their rebuilding. The United States 
has improved its competitive position. The developing 
countries areycuctingointoomarkets thor industriat products. 


Canada's role as a provider of finished goods is under 


heavy pressure. The times ahead will be tough sledding. 


There are no simplistic solutions to the economic problems 
facing Canada. 

My colleagues sands! she neve xingthne (bas terstrength 
and ability of the private industrial sector to meet these 
challenges. We recognize that all levels of government 
have a clear responsibility to ensure that their policies 
are supportive of industry's competitive efforts. 

Governments establish the framework for industry 
with the horizontal policies you have been discussing over the 
past two days. My provincial colleagues and I believe 


that some of these policies should be modified if the 


Mo nlisidG LUNN sec COre a si ronmake mits ful lo contribution to overall 


economic development. We agreed that the following issues 


are particularly important: excessive growth of the public 
sector, the application of environmental protection rules, 
the impact of unemployment insurance compensation, the amount 


of government regulation and paperwork requirements, 


AP 


a) at 


transportation policies, taxation, and inadequate research 
and development. I think I speak for my colleagues when 

I tell. you how pleased we were to see many of these 

items on your Agenda. 

I should stress that we do not dispute the 
valuable objectives of these programs. Indeed, our 
purpose in promoting economic development is to put us 
in a better position to afford a more just society. 

But a balance must be struck, and that balance is tougher 
when economic conditions are tough. It is hardest 

in those regions and those communities which are facing 
highest unemployment. 

My colleagues and I are very aware of the 
considerable variations that exist from region to region 
in the opportunities and problems facing the manufacturing 
sector. We concurred that policy decisions must give full 
recognition to the natural advantages of each region. 

We agreed that the different industrial structures of the 
various regions do not lend themselves to uniform policy 
remedies. This means that we may need to shape national 
policies to meet the different needs of different regions. 


We recognized that small businesses make up the 


fibre of enterprise across the country. We agree that if federal — 
and provincial governments cooperate to assist the development 


of a strong small business sector, they certainly will be. 


furthering national and regional industrial objectives. 
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Ministers.were .of the view thats ingaagheal thy 
economy, with supportive federal and provincial policies, 
much of the adjustment to changing competitive conditions 
will be achieved by the private sector without more 


specific government intervention. Where this is not 


the case, additional assistance to business firms already 


is provided by the federal government and some provinces. 
Ministers recognized, however, that the business community 
remains concerned over adjustments that may flow from 
changing international competition, changing technology 
or changing market demands as well as those that may arise 
from the Multinational Trade Negotiations. With regard to 
the MIN, I indicated, to my provincial cc eagues that the 
federal government is prepared to put in place special 
measures under our Enterprise Development Program to deal 
with MTN-related adjustment situations. 

| Industry Ministers also recognize the need for more 
specific policies designed to exploit opportunities 
or overcome constraints faced by individual industries 
within the manufacturing sector. A series of twenty-two 
sector profiles, covering about 70% of manufacturing 


activity, has been prepared by the federal government to 


serve as a Starting point for the development of policy 


ini thatives.. 
My colleagues and I agreed that there should be a 


continuing consultative process among governments and with 


business and labour. So far as inter-governmental discussion 


./6 


is concerned, the process is well launched with 
this conference and the sectoral meetings which came 
before. I understand you will be discussing these. 
matters further in your consideration of the next item 
on the Agenda. 
| As to governments' consultations with business and 
labour, I put before my colleagues a federal proposal 
(which they agreed I might put before First Ministers). The 
proposal is that we should appoint a number of manufacturing 
and tourist industry task forces of about een at twelve 
members each, drawn from business and labour. oOFFTetals 
of the federal and provincial governments esata HEE with 
these task forces and provide the necessary secretariats. 
Based on the profiles developed for their industry and their 
own knowledge and experience, the task forces waure be asked 
to recommend policy action. They would be asked to complete 
their work within the relatively short time-frame of June 30, 
1978. 

In order to ensure that the action proposals for 
specific industries are consistent with each other and with 


overall economic objectives, they would be referred to a 


national task force, also composed of businessmen and labour, | 


but without government participation. This national task 

force would forward final recommendations to Ministers of 

Trade and Industry and of Tourism, by October 1, 1978. 
This consultative process would give business and 


f, 


labour a substantial voice in the important federal and 


men) bs 


SN 


provincial policy decisions that will affect their 
sectors. 

To sum up, a strong and dynamic manufacturing 
sector is of crucial importance to the achievement 
of our mutual economic and social objectives. Governments 
working together with business and labour can significantly 
support the quality of the contribution which the 


industrial sector can make. 
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the need for all governments to adopt a flexible 
approach and to demonstrate a willingness to 
compromise; and, 

the need for all governments to devote time and 


effort to the task of renewal. 


3. PROCESS OF RENEWAL 


a) 


b) 


c) 


e ) 


The Pirst Ministers agreed: 
to establish a Core erereonn ll Comaetree composed of 
designated federal ee provincial Ministers, includ- 
ing ministers of intergovernmental affairs, Ministers 
of Justice and Attorneys General, as appropriate. 
The Committee will be assisted by officials and will 
be joined, aS appropriate, by other Ministers as 
particular powers come under study; 
EO ees arrangements, within each of their govern- 
ments, to ensure that rapid consideration will be 
given by their respective Cabinets to points of con- 
tention that might arise in the Constitutional Com- 
mittee, to accelerate the decision-making process; 
to ask the Constitutional Committee to provide them 
with interim reports on difficulties that might arise 
during its deliberations, which could prevent specific 
proposals being framed prior to their next Conference 


on ‘the ‘Constitution: 


to direct that the Committee report to First Ministers 
before their next Conference on the Constitution; 

to meet in conference, to consider and act upon the 
specific proposals of the Constitutional Committee, 
and other matters relating to the renewal of the 


Constitution, the 5th and 6th of February, 1979. 
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COMMUNIQUE 


THE FIRST MINISTERS CONFERENCE ON THE CONSTITUTION 
October 30 - November 1, 1978 


INTRODUCTION 


The First Ministers of the Federation, 
namely the Prime Minister of Canada and the Premiers of 
the ten Provinces, assisted by their Ministers, met in 
Ottawa to discuss an agenda for constitutional penewal 
which included a Charter of Rights and Freedoms for 
Canadians; the Distribution of Powers between 
Parliament and the Provincial Legislatures; the 
Institutions of the baredien Mederari ons and the 
process of constitutional revision, including, except for 
Quebec, patriation and an amending formula. 

The Conference was attended on invitation 
by many observers, including the leaders of opposition 
parties in Parliament; Senacors and Members of the 
House of Commons, and members of provincial Legislatures; 
members of the Task Force on National Unity; leaders 
of national and some provincial native organizations 
such evena National Indian Brotherhood, the Inuit 
Tapirisat of Canada, and the Native Council of Canada; 
and representatives of the Federation of Municipalities 


of Canada and some provincial municipal associations. 


THE RENEWAL OF THE CONSTITUTION 
There was agreement among First Ministers 
on: 


- the importance and urgency of constitutional change; 


- the responsibility that rests on the federal govern- 


ment and provincial governments to find solutions 


to constitutional problems; 
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DOCUMENT: 


800-9/003. 


FEDERAL-PROVINCIAL CONFERENCE 
OF FIRST MINISTERS ON THE ECONOMY 


Conference Scenario Outline 


Ottawa: 
November 27-29, 1978 
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SCENARIO OUTLINE 


Monday - November 27 


ITEM 1 


ITEM 2 


_- OPENING OF CONFERENCE 


Welcome - Prime Minister 


Administrative Arrangements - 
Mr. Henry Davis 


Statement -— Prime Minister 


Confirmation of the proposed 


- agenda 


Remarks on sequence of discussions 
to follow 


- ECONOMIC OVERVIEW 


_ 


Statement —- Mr. Chrétien 
Tablanguen.cSiP report 
Statements - Provincial Premiers 
- Each Premier to make a general 


statement on the economic 
situation. 


= LUNCH 


Continuation of Provincial 
Premiers' Statements if 
necessary 

Discussion 


Summing. up - Prime Minister 


- LABOUR. MARKET AND EMPLOYMENT ISSUES 


Statement - Honourable Bud Cullen 


Discussion 
Summing up - Prime Minister 
Adjournment Comments —- Prime Minister 


Tuesday, November 28 
ITEM 3 


ITEM 4 


ETEM 4 (cont tc) 


- PROGRESS REPORT 


1) Overview on progress achieved 
on all February commitments 


-~ Statement - Prime Minister 
- Discussion. 


72) Agriculture - Lead-off by 
Honourable E. Whelan 


- Discussion 
- Summing up - Prime Minister 


3y)"Research and Development = leadears 
by Honourable Judd Buchanan 


- . Discussion 
~- Summing up —- Prime Minister 


4) Government Regulation - Lead-off 
by Premier Lyon 


- Tabling of Economic Council 
Report on Government Regulation 


- Discussion including federal 
comments by Honourable W. 
Allmand 

- Summing up - Prime Minister 


= Or Bele LG VUE MS 


1) Industrial Development - Lead-off 
by Premier Davis 


- Discussion including federal 
comments by Honourable J. Horner 


- Summing up - Prime Minister 


- LUNCH. 


2) Tourism - Lead-off by Premier 
Hatfield 


~- Discussion including federal 
comments by Honourable J. Horner 


—: Summing: up: - .Prineshiia. es 


ITEM 4 (cont'd) 


3) 


4) 


5) 


Wednesday - November 29 


ITEM 4 (cont'd) 


6). 


- 


Energy — Léad-off by Premier 


Blakeney 


Discussion including federal 
comments by Honourable A. 
Gillespie 


Summing up - Prime Minister 


Minerals - Lead-off by Quebec 


Tabling of Report on Resource 
Taxation - Honourable J. 
Chrétien per 


Discussion including federal 
comments by Honourable A. 
Gillespie 


Summing up ~ Prime Minister 


Fisheries ~ Lead-off by Premier 
Campbell eee 


Discussion including federal 
comments by Honourable R. 
LeBlanc 


Summing up - Prime Minister 


Adjournment Comments - Prime 
Minister 


Regional Development - Lead-off 


by Premier Moores 


Discussion including federal 
comments by Honourable M. 
Lessard 


Summing up - Prime Minister 


‘Transportation - Lead-off by 


Honourable O. Lang 


Discussion 


Summing up — Prime Minister 


70 04 


AEM. - ECONOMIC COORDINATION PROCESS 
~ Lead-off by Honourable M. Lalonde 
- Discussion 


-~ Summing up - Prime Minister 


- LUNCH 
ITEM 6 | ~ CONCLUSION AND SUMMING UP 


- The Prime Minister sums up 
the Conference 


- Premiers’ comments 
~- Final comments - Prime Minister 


- Closing of Conference 


November 24, 1978 
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INDUSTRIAL RESEARCH AND DEVELOPMENT 


The Economic Situation 


It is clear that research and development has now become 
Lecocni zed (dS a major area Of activity CONLYi but Ng. LO 
economic growth and development. Not only has the attention 
paid to research and development in Canada progressed to 

the extent that the first ever Federal/Provincial Conference 
of Ministers on Industrial Research and Development was held 
on November 8th, but also in most other western countries 
there is a new focus on establishing science policies to 
deal with the technological aspects of their activities. 


In recent years economists have been finding that the con- 
tribution of R&D to economic growth and increases in pro- 
ductivity is both positive and large. A study recently 
completed by the Ministry of State for Science and Technology 
(MOSST) , comparing research-intensive with low research- 
intensive industries in Canada, found that the former 
registered, over a fourteen-year period, a 50.3% higher 
Growth ineenployment, a 25.58 Higher growth in out-put,,. a 
29.4% higher growth in productivity, and a 55.6% lower 

growth in prices. 


Similarly, in an earlier study of economic growth in the 
United States, the economist Denison estimated the contribu- 
Clon Of Labour, and capital to be 58 wer cent and that of 
other factors comprising primarily technological change, 

to be 42 per cent of growth. Other studies provide re- 
inforcing conclusions with respect to specific industrial 
SeCCTCONS . 


In spite of these recognized benefits, the level of R&D in 
Canada 16 still disturbingly low... While Canada currently 
devotes less than 1 per cent of its GNP to research and 
development, many industrialized countries allocate a sub- 
stantially higher proportion of their GNP to R&D, more in 


he, ClLoct Of 2 per Cent Or higher. 


Next, the balance of R&D between the sectors is poor. In 
most other OECD Gountries 50 "to 65 per cent of "R&D 1s —per— 
formed by business enterprises. This is in sharp contrast 
to Canada where only 40 per cent of R&D is carried out by 
business. In terms of scientists and engineers engaged in 
R&D, again there is a contrast between Canada, where only 
about a third are employed in the business sector, and most 
other OECD countries where over 50 per cent of scientists 
and engineers are in the business sector. Further, of those 
scientists and technologists that are engaged in R&D in 
Canadian manufacturing it seems that only seven research- 
intensive industries account for close to 90% of them. 


Thus, relative to those countries with which we compete 
most directly, the pattern of R&D activities in Canada 
seems unbalanced, with a significant deficiency in the 
business sector. 


Another relevant characteristic of the Canadian situation 
is the very great degree of foreign ownership in Canadian 
industry. Subsidiaries which perform a significant amount 
of R&D in Canada appear to rely heavily on their parents' 
R&D activities. In most cases, subsidiaries have access 
without direct charge to the entire technical know-how of 
the parents, including the experience and knowledge of 
other affiliates. Consequently, most R&D carried out in 
Canada is primarily directed at adapting the imported 
technology to meet local market needs and opportunities. 
Some foreign companies have only a technical service centre 
in Canada to adapt products or production technology to 
the Canadian market. 


In assessing the impact of foreign companies on Canadian 
industrial R&D, it is of course obvious that we have 
benefited from substantial inflows of both funds and tech- 
nology, and that this continues to be the case. As it is 
neither efficient nor economically possible for Canadians 
to be completely self-sufficient on the basis of indigenous 
R&D, the easy access to foreign funds and technology has 
had important positive aspects. 


However, one consequence of foreign subsidiaries generally 
doing relatively little innovative R&D and being engaged 
mainly in adapting products to the Canadian market is ythat 
they have little to export. Also a heavy dependence on 
foreign R&D leaves Canadian industry vulnerable to foreign 
decision-making, both by the parent company and by its 
government. Finally, both the great reliance of most sub- 
Sidiaries on imported technology and the adaptive nature of 
such R&D as is undertaken by them, seriously limits the 
employment opportunities for Canadian highly qualified man- 
power, technicians and technologists, as well as scientists 
and engineers. In recent years we have invested more heavily 
in education than any other country except the United States 
and, relative to job opportunities, we have a serious over- 
supply of graduates. 


In addition to the high level of foreign ownership in Canadian 
industry, however, there are two other important inherent 
characteristics of R&D, which tend to exercise a restraining 
influence with respect to the level of expenditures. These 
are the facts that research and development is a very risky 
undertaking, and the pay-back period is long. A ‘company 


must have capital available to engage in R&D and often to 
withstand numerous losses before the prospect of monetary 
returns becomes tangible. 


Individual EURMS,) Inedeciding Onean approprLates level of 
investment in R&D will, of course, estimate their private 


neturns andsact) accordingly. The difficulty in*this decision-= 


making is that there is often a difference between the 
private rate of return to an individual company, and the 
social rate of return to the entire country. For example, 
the benefits to society of having new communications and 
computer technology may far outweigh the benefits to any 
particular company. 


Cognizant of the total economic situation described above, 
governments have taken steps to respond. 


Commitments Made at February Conference 


The February communiqué sets out its major agreement on 
ndustrialsRsD.ansSection).4.(V).: 


"Business Environment: 


Joint steps will be taken to 
improve tax, incentives.or credits. to 
industry for research and development, 
the expansion of employment opportunities 
in these areas, and increased dis- 
semination and application of existing 
technology.” 


Follow-up Actions 


ansOnsApEeMme Oy. 19/8ubhe federatzbudgetiimntroducedga, tax 
incentive for R&D providing a 50% special allowance 
for research and development expenditures over and 
above the level of R&D expenditures in the previous 
three years. In order to allow some long-term planning, 
this incentive was established for a ten-year period. 


2) Also on April 10 the federal government initiated a $5.5 


million Scientific and Technical Employment Program 
(STRP yo eehseoOreOCtOober. 2oth ,. 226. proposaiss had been 
approved involving 300 direct jobs and about 1400 
indirect, Jobs. 


On June lst, the following series of measures was taken: 


3) The Unsolicited Proposal Fund was expanded. 


|), 


5) 


7) 


8) 


10) 


The National Research Council's Program of Industry/ 
Laboratory Projects (PILP), which transfer technology 
to industry, was expanded to include other federal 
departments. 


A new function of serving as a clearing-house to transfer 
technology between the government and industry was given 
to the Canadian Patents and Development Limited crown 
Corporation. 


A commitment to establish five university-based 
Industrial Research and Innovation Centres was made. 


The concept of establishing national Centres of 
Excellence appropriate to regional resources was 
declared, and funds were allocated for seven specific 
areas of excellence: 


a) 


92) 


abgitea)) 


VL) 


an ice test tank in Newfoundland: tor cold 
water engineering. 


a materials research laboratory in Quebec. 


an Organic soils research station of Agriculture 
Canada in Quebec. 


coal research programs in the Maritimes and 
British Columbia. 


a fermentation program in Saskatchewan. 


a food research program. 


An increase was made in the budgets of the granting 
councils for research into areas of national concern. 


The STEP program was expanded to employment in 
universities and provincial research organizations. 


Additional funds were allocated to an extension of the 
National. Research; Councils: Technical Information 
Service, which assists in the transfer of technology, 
particuLariyato smaLhetpinss. 


11) The federal government declared a national target of 
1.5% of GNP for R&D expenditures by 1983. 


Pye son November 8791978, tarter®a-numbersot preparatory 
meetings, and an officials' conference on October 5, 
Ministers met at a Federal-Provincial Conference on 
Industrial Research and Development to review the 
current state of industrial research and development 
in Canada. 


At the meeting they agreed that special measures are 
Lequired- toi encourage* industrial! R&D.» Specifically; 
they agreed- 


(i) to recommend to Finance Ministers and First 
Ministers that tax measures are well suited to 
encourage the private sector to perform in- 
dustrial R&D, that consideration should be 
given to extending tax incentives for R&D to 
other stages of the innovation process; and that 
in devising tax incentives, special consideration 
should be given to encouraging R&D in small firms; 


(ii) procurement ought to be used to promote and 
strengthen research intensive industries and 
that a.sub-committee of the working group on 
procurement established by Industry Ministers 
should be set up to examine the matter; 


(iii) to encourage closer coordination between NRC 
and each of the provinces to enhance the operation 
ofethe Technicaisinformation®Service (Tis); 


(iv) on the importance of the concept of Centres of 
Excellence, on the need to discuss them further, 
and on the role which Industrial Innovation 
Centres could play in the transfer of technology; 


(v) to endorse the extension of the Scientific and 
Technical Employment Program for another fiscal 
year, and to investigate the supply and demand 
of scientific personnel; 


(vi) that MOSST should, after consultation with 
provinces, propose an action plan with respect 
to the identification of industrial R&D goals 
and suitable mechanisms to encourage and stimulate 
the private sector. 


13) On November 16 the federal budget announced an increase 
in the investment tax credit for R&D. For small 
Canadian-controlled firms it is now 25%; for other firms 
it is 10% except for those in the Atlantic Provinces 


and in the Gaspé, where it is 20%. The budget also 
proposed that the credit be extended indefinitely. 


Outstanding Issues Facing R&D Activities 


In summary, it is generally agreed that the greatest challenge 
facing industrial research and development is the fact that 
the overall level of R&D performed in Canada, particularly 

in the business sector, is very low. The initiatives 
described above are positive steps by governments to effect 

an improvement in this crucial area. It will now be in- 
cumbent upon the business sector to come forth in like 

manner. Certainly the national target of R&D expenditures 
equivalent to 1.5% of GNP cannot be achieved by any single 
sector. A concerted effort by all concerned is required. 


The other: continuing) Cchallengesis# thes heavwyadegree or 
foreign ownership in Canada's manufacturing industry, with 
the attendant limitation of R&D which is geared toward the 
adaptation of imported technology, rather than the develop- 
ment of truly innovative products with a worldwide market. 
AS’ a priority undertaking? governments will have to Lind 
means of encouraging more substantive research and develop- 
mentian foreign-owned companies: VThic@ic an addition to 
the increased emphasis which the Foreign Investment Review 
Agency has lately been placing on research and development 


-in assessing foreign investment proposals. 


As far as immediate specific undertakings are concerned, 
following on from the Federal-Provincial Conference of 
Ministers on Industrial Research and Development there are 
some steps which need to be taken. The Ministry of State 
for Science and Technology has undertaken to develop a plan 
with respect to industrial research and development goals, 
and suitable mechanisms for promoting them. This sort of 
activity will require extensive consultation with provinces, 
industries, and many other different groups. 


Further developmental work is also required in the area of 

new initiatives to encourage the commercialization of success- 
ful research results, and the transfer of developed tech- 
nology from government and universities to industry, as 

well as from large companies to small ones. 


Also, more discussions with the provinces and the different 
sectors are required in order to make the concept of 
Centres of Excellence and Innovation Centres concrete. 


Finally, the Conference also showed the realization that 
the supply and demand of scientific personnel needs to be 
better monitored. 
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INDUSTRIAL DEVELOPMENT ISSUES 


INTRODUCTION 


lee The contribution of the industrial sector to Canadian 

economic growth in the post-war period was discussed in a background 
paper released at the Federal/Provincial Conference of Industry 
Ministers in the fall of 1977. This paper showed that the manu- 
facturing sector had prospered during the 1950's and 1960's making 

a major contribution to growth in Canadian incomes and employment. 
Certain developments however occurred both domestically and 
internationally in the 1970's which cast doubt upon future prospects. 
While the general thrust of this earlier paper remains valid, a number 

of changes have since taken place in the economic and policy environments 
which suggest that a re-examination is needed and some change in emphasis 
is now appropriate. Indeed, some of these changes have become apparent 
through the consultative process with which the paper was associated. 

The present paper then examines current industrial performance in view 

of recent policy and economic developments, looks briefly at some of 

the policy initiatives -implemented over the past year, and discusses 

a number of outstanding issues identifying possible areas for further 
policy Action. 


THE ECONOMIC SETTING AND OUTLOOK 


Ze The 1977 paper attributed recent weakness in industrial 
performance to a number of factors including a significant deterior- 
ation in Canada's cost position, a greater degree of self-interest in 
United States economic policy, the emergence of Japan and the European 
countries as full-fledged industrialized economies, the rapid 
industrialization of developing nations, the low level of the Canadian 
R&D effort, and the higher degree of political uncertainty in Canada in 
the past few years. These concerns were manifested in a decline in 
manufacturing employment, questionable profit and investment performance, 
low rates of capacity utilization, and an increasing trade deficit in 
manufactured goods, particularly in end products. 


5a While most of these concerns remain very real, a number of 
recent developments have taken place which taken together make the 
outlook appear somewhat more optimistic. There has been a modest but 
reasonably sustained recovery in the Canadian economy over the last 
eighteen months following a sharp slowdown in the second half of 1976. 
In real terms, GNP grew by 2.7 percent in 1977 over 1976 levels. In 
the first half of 1978, real output increased by 4 percent, a rate 

well above the OECD average second only to the growth rate achieved by 
‘Japan. The growth in the economy was mainly derived from the continued 
strength of merchandise exports. 


4. The strength in Canadian export performance is in part attributed 
to the major depreciation in the value of the Canadian dollar which has 
occurred since 1976 as well as to strength in the U.S. economy. The 
Canadian dollar has declined by over 14% against the United States dollar 
since the beginning of 1977, and it has depreciated by about 44 percent 
against the Japanese yen and by over 25% against other major European 
CULnenCVes. 


DN The competitive position of Canadian producers has also been 
enhanced by the relative moderation in wage settlements that has occurred 
in the past two years. Wage settlements involving firms with 500 or more 
employees showed an annual increase in the first half of 1978 of 6.5% 
compared to increases of 10.2% and 7.8% recorded in 1976 and 1977, 
respectively. Manufacturing wage settlements in Canada included increases 
over the; life of the contract:of 6.5/4, in) the tirstehaltwonumy7o autes 
gains of 8.8% and 7.0Z2-in.19/6 and 19/7. Taking productivity sains soce 
account, unit labour costs increased by 3.2% in the economy as a whole 

in the first half of 1978, and 0.6% for manufacturing, a very respectable 
performance by international standards. Expressed in U.S. currency, 
Canadian unit labour costs have actually declined this year. A related 
accomplishment is the improved labour relations climate apparent in 197/ 
and 1978, with total man days lost from industrial disputes declining 

from almost 12 millicn in 1976 to less than 4 million in 1977. While the 
total will be significantly higher in 1978, the total will remain considerably 
below the levels reached in 1975 and 1976. 


6. With respect to the energy situation, exploration and development 
activities in Canada have shown more optimistic results in the recent 
period, with important new oil discoveries, significant expansion in 
estimated gas reserves, and discovery of large new uranium deposits. 
These developments have to some extent allayed concerns about security of 
energy supply in Canada and made Canada look more attractive as an inter- 
national investment location. The signing of the Canada-U.S. Alcan 
Pipeline agreement in 1977, and the recent approval of the project by 

the U.S. Congress indicates that this major undertaking will be going 
forward in the 1980's, resulting in significant new opportunities for 
companies supplying materials and equipment for pipeline construction 

and related activities during this period. 


re The manufacturing sector has responded positively to these 
developments and better performance is indicated in a number of areas. 


1) In the first half of 1978, real manufacturing output rose 
at an annual rate of 6.6%, well above the overall growth 
rate for the economy. 


2) Manufacturing employment has increased significantly. 
In the first half of 1978, employment in manufacturing 
grew by over four percent or 78,000 jobs, reversing 
the trend of recent years towards reduced employment 
in the manufacturing sector. However, employment has 
still not regained its 1974 peak level. 


oe 


3) Manufacturing shipments increased at an annual rate of 
iiepercent injthejfinst halt cof 1973; «compared .tolZ2ipercent 
inl jeperlectingsthewmecenteadvance in manufLacturing 
activity. sFurther strengthris indicated by an increase in un- 
filled orders of almost 18 percent at annual rates while 
finished goods inventories grew only moderately. 


4) Canadian exports of manufactured goods increased by almost 
Coaepercent in 197/75 and) by a turthers23 percent at annual 
batbesming the tirst halt of 1978.5 Ganadian imports of 
manufactured goods grew by 13.9 percent in 1977 and at an 
annual rate of 1/7 percent in the first half of 1978. The trade 
deficit on manufactured goods has been reduced from the roughly 
$4 billion deficit incurred in 1977 to around $3 billion at 
an annual rate, in the first half of 1978. 


5) Capacity utilization rates in manufacturing remained 
at around 84 percent in 1976 and 1977, and only very 
recently have begun to move upwards. Despite this 
excessncapacity, . our recent survey of the investment 
intentions of 300 large firms indicated a real investment 
increase of 8% for 1979 over 1978. This suggests a total 
increase of 3-5Z in the level of real business spending on 
plant and equipment in Canada, compared to about 2% in 1978 
andl a5 pi eO7 Je 


6) Profits after tax in manufacturing in 1977 were 12 percent 
above the level recorded in 1976. Profit rates continued to 
increase in the first quarter of 1978, with profits in this 
period up by a further 8.1 percent. Profit improvement, 
however, continues to be somewhat spotty, with industries 
closely tied to the export sector, including wood products, 
forestry, paper and allied goods, and primary metals enjoying 
the most significant profit gains in the first quarter of 1978. 


8. The above developments indicate the progress made in the 
manufacturing sector in 1977 and 1978 in strengthening its position 

to make a greater contribution to sustained economic growth in the 
1980's. There are, however, some areas such as trade and investment, 
where considerable room for improvement remains. Uncertainty about 
economic developments in the United States casts a shadow upon Canadian 
prospects. A sustained policy effort is therefore required. The 
following sections of this paper examine how government policy changes 
have contributed to the strengthening of the industrial sector, and 
further initiatives which might be necessary in this regard. 


THE COMMITMENTS OF FIRST MINISTERS 


De Having reviewed the difficult competitive situation facing 
the industrial economy, Federal/Provincial First Ministers in their 
Conference of February, 1978, made a number of commitments with a view 
to improving industrial prospects. A wide range of policy instruments 


influence industrial development. Macro-economic policies affect 
aggregate demand, investment, and price performance. Framework policies 
such as taxation, labour market policies, innovation and technology, 
trade policy, public procurement, environmental protection, and other 
government regulation have an impact on the structure and cost of 
industrial operations. Sectoral policies deal with specific industry 
problems and opportunities. Finally, adjustment policies are designed 

to handle the redeployment of labour and capital displaced by competitive 
change. 


INO While most of the major policy areas considered by the First 
Ministers included matters relevant to the performance of the industrial 
sector, particularly important were undertakings identified under the 
headings The Business Environment, Trade and Industrial Policy, and 
Manufacturing Industries. As an overriding consideration, First 
Ministers agreed that the expansion of jobs should come to the largest 
extent possible from business investment in the private sector, and 
made a related commitment that government expenditure growth should be 
held lower than the average rate of growth in real output. More 
specific commitments under the aforementioned headings are outlined 
below. 


The Business Environment 


ele In this context, there was agreement to refer the question 

of the impact of government regulation to the Economic Council for 

study and recommendations for action. Another important result was the 
commitment to take joint steps to improve tax credits or incentives to 
industry for research and development, the expansion of employment 
opportunities in these areas, and increased dissemination and application 
of existing technology. 


Tradewand Industrial Polacy 


ZS It was agreed that Canadians should be encouraged to buy 
Canadian produced goods where quality and price are comparable to 
imports. There was consensus that Canada should continue to participate 
fully in the multilateral trade negotiations with full consultation with 
the provinces, and that efforts to expand exports should be intensified. 
First Ministers agreed that governments should move with dispatch to 
indicate the type of assistance for adjustment to new trade arrangements 
that would be available. Finally, it was undertaken to take measures to 
increase Canada's share of auto production and investment. 


Manufacturing Industries 


iS. First Ministers undertook to seek out the active involvement 
of the private sector (including business and labour) in federal/ 
provincial discussions on specific development programs tailored to 
the particular requirements of each of the manufacturing sectors. 


FOLLOW UP ACTIONS 


14. 


Subsequently, federal and provincial governments have made a 


major effort to meet these commitments. Governments have placed strong 
emphasis on expenditure restraint and fiscal responsibility, with the 
federal government announcing expenditure cuts of $2.5 billion in 


August, 


1978. In addition, important initiatives have been taken in a 


number of more specific areas. 


1) 


2) 


3) 


4) 


5) 


The Economic Council of Canada has launched its study of the 
impact of government regulation on the Canadian economy. Terms 
of reference: for the, study call. for) the, Council to. make an 
interim report by December 1979 and a final report by December, 
1980. The Council will report on progress of its study to the 
November 1978 First Ministers" Conference. 


In the federal budget of April, 1978, the investment tax credit 
was increased to cover 150% of new capital and current expendi- 
tures for industrial research and development, up from 1002. 
Further, on June 1, 1978, a new government commitment to en- 
couraging R&D activity was announced, with increased incentives 

to encourage the transfer of technology from government 
laboratories to industry, to improve the contribution of 
universities to industrial capability, and to more effectively 

use government procurement to accelerate technological development. 


In May 1978, the federal government implemented a "Shop Canada" 
Program to encourage Canadians to purchase domestically 
manufactured goods. In addition, a number of the provinces 
have undertaken similar initiatives. 


Over the past year as the multilateral trade negotiations 
have intensified, the Canadian Co-ordinator for the MIN 

and his staff have been involved in extensive consultations 
with each of the provinces and with a broad spectrum of the 
Canadian business comnunity. The consultations have been 

far more detailed and intimate than ever undertaken in the 
past and have been an important element in the development 

of Canada's position on individual tariff items and the range 
of non-tariff issues under negotiation. 


Significant changes have recently been announced in the 
industrial support programs of the Department of Industry, 

Trade and Commerce, intended to make the programs more 

effective instruments to help firms adjust to the competitive 
challenges of the 1980's. Major changes include an increase in 
the Enterprise Development Program loan guarantee ceiling from 
$350 million to $1 billion, increased financial support for 
innovation and restructuring projects, new measures to assist 

in mergers between strong and weak firms, and major improvements 
and expansion of export promotion efforts including PEMD, special 
promotional projects, and risk insurance. A special MIN Panel 


the various policy responses. 


6) Federal and provincial industry ministers should meet in early 
1979 to further consider the progress of the Tier II and 
Sector Task Force responses, the work of the export 
review committee, and the future directions for the 
consultative process. 


CONCLUSION 


LG While a number of basic structural problems still constrain 

the performance of the industrial sector, there are encouraging signs 

of progress. Canadian goods are now more competitive at home and abroad. 
There have been substantive changes in the industrial policy framework 
since the First Ministers' Conference last February. The work of the 
industry sector task forces and the Tier II Committee has identified 

a number of major policy areas where further initiatives are required. 
Continued effort by governments, business and labour is required to 
build on this progress. 
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INDUSTRIAL ADJUSTMENT POLICIES 


I INTRODUCTION 


ile The government has committed itself to a re-ordering of 
priorities with new emphasis given to measures to strengthen and promote 
economic development. These measures will include selective capital 
investment projects and initiatives to encourage development in specific 
sectors as well as the government's response to the reports of the 
consultative task forces with particular attention to horizontal and 
framework policies and the business environment. In addition, attention 
is being focussed upon the requirements for industrial adjustment in the 
competitive international environment of the 1960's 


Ze Industrial adjustment involves the provision of support to 
business firms to facilitate modernization and reorganization of 
existing production facilities, the shift into new product lines, and 
the identification and exploitation of new market opportunities. On the 
labour and manpower side, it means assistance with retraining, job 
search and relocation to support affected workers in finding new 
employment opportunities, and in some hardship cases the provision of 
income maintenance over and above that available from unemployment 
insurance. 


Se Key federal departments involved in providing adjustment 
assistance to firms and workers are the Department of Industry, Trade 
and Commerce, Labour Canada, and the Canada Employment and Immigration 
Commission. In addition, the Department of Regional Economic Expansion 
provides substantive industrial support in carrying out its mandate to 
improve the regional balance. Each of these departments already has 
programs which in their present form provide useful elements of an 
industrial adjustment package. An extensive assessment of the adequacy 
of these programs to deal with the competitive pressures of the 1980's 
has been undertaken and as a result certain improvements have been made 
in some programs and in some cases new program approaches are being 
initiated. These program changes will significantly enhance the ability 
of the federal government to support firms and workers in meeting the 
competitive challenges in the 1980's 


4, In the context of its 1979/80 employment strategy, the 
Canada Employment and Immigration Commission has made changes aimed at 
providing more assistance for workers relocating in areas of employment 


an 


opportunities, more funds for training workers, especially in higher 
skilled blue collar categories, and extra assistance for workers 
seriously affected by major dislocations of employment in their 
communities. The additional amount allocated to these new initiatives 
in 1979/80 totals almost $100 million. Improvements in Industry, Trade 
and Commerce industrial incentives programs for business firms will 
involve increased direct cash outlays of about $25 million in 1979/80, 
rising to over double this amount in subsequent years. Increased 
outlays for industrial adjustment by Employment and Immigration and 
Industry, Trade and Commerce in 1979/80 therefore will amount to around 
$125 million. The actual additional program support available under 
these changes will however be far greater than this because of the 
leverage inherent in loan guarantee and insurance instruments which do 
not draw directly on the treasury. Support from IT&C programs which 
makes heavy use of these insurance and guarantee mechanisms is expected 
to reach $100, $270 and $300 million in 1979/80, 1980/81 and 1981/82, 
respectively. Labour Canada is broadening the coverage of its programs 
with estimates of increased total funding during the 1980's of $5 - $10 
million annually. Also the Department of Regional Economic Expansion 
will be channelling an additional $50 million into subsidiary agreement 
expenditures aimed at promoting economic development, facilitating 
adjustment and, where indicated, providing infrastructure support for 
those sectors expected to benefit from the post-MIN environment. These 
program changes, which are discussed in greater detail below, constitute 
a comprehensive package of initiatives to handle industrial adjustment 
problems and opportunities in the 1980's. 


II INDUSTRIAL SITUATION AND OUTLOOK 


Die Growth and change in the industrial structure have always 
been a highly desirable feature of Canadian economic development. 
Primary reliance has been placed on private initiative to undertake the 
investment and other operational decisions necessary for the industrial 
sector to grow and to restructure its activities in line with changing 
market demands and opportunities, and with competitive pressures. 
Governments have participated in the process through a wide range of 
policies and programs. Some of these are broad in scope and are 
designed to establish and influence the economic environment in which 
growth and change take place. Others deal with specific problems 
encountered in industrial development, and in general are aimed at 
removing obstacles to the full working of market forces, modifying the 
results, and avoiding or alleviating disruptions that are the inevitable 
result of any dynamic process. 


sun aye 


OF A range of current and expected competitive and demographic 
pressures are affecting the prospects and policy needs of Canadian 
industry. A competitive factor of major concern to the business 
community is the MIN, the results of which are expected to be phased in 
during the 1980's. Although the precise outcome of the MTN is unknown 
at this time, it is most likely that these negotiations will result ina 
significant tariff reduction with improved trading rules coupled with 
the reduction of and better control over non-tariff barriers and trade. 
While the results of the MTN will provide Canadian industry with 
improved access to foreign markets, some firms have questioned their 
ability to make the necessary competitive adjustments, given prevailing, 
weak economic conditions. 


(e The MTN is but one of a number of major changes in the 
competitive environment facing Canadian firms. Other developments, 
which may be of even greater consequence include: 


(a) the present world situation of slow demand 
growth, extensive underutilized capacity, 
upward cost and price pressures and fierce 
competition for available markets - which will 
not be entirely overcome for at least several 
years, 


(b) the industrialization aspirations of LDC's, 
affecting particularly such products as 
textiles, clothing; footwear, electronic 
components and sporting goods, 


(c) the efforts by the United States to improve 
its balance of payments position, 


(d) the shifting of comparative advantage among 
and within countries because of sharp relative 
price increases for energy and some other 
resources, 


(e) the development of new resource bases 
throughout the world including extended 
fishing limits and sea-bed mining, 


GE) slowing population growth and changes in the 
age composition of the total which affect the 
overall growth of consumption and relative 
levels of demand for many products, 
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(g) related changes in the size and composition of 
the labour force which could influence 
labour/capital ratios. 


on These pressures imply opportunities as well as problems for 
Canadian businesses. Their ability to accomplish these adjustments will 
be enhanced by the recent realignment of foreign exchange values which 
have significantly improved Canadian relative cost performance vis-a-vis 
other nations. However, the reduced competitive pressures resulting 
from exchange rate depreciation must not be taken by domestic producers 
aS a Signal that adjustment towards an economic configuration which can 
be sustained into the longer-term is no longer required. Enterprising 
firms will adjust their product line or marketing effort to serve a 
different age group in Canada, to tap the growing incomes of LDC's or to 
penetrate other external markets opened up by trade changes. There will 
be considerable scope for profitable business in energy development, 
transmission and conservation. Exploitation of our broadened fishing 
grounds is expected to greatly increase processing and employment 
opportunities in the coastal areas. 


9. For most of these restructuring situations, it is likely 
that demand and profit prospects will be sufficient to ensure that the 
Opportunities are seized. In some cases, however, this may not be the 
case. Some firms, for example, may lack the finances or management 
expertise necessary to re-equip a plant, or to build up a sales 
organization in an unfamiliar market. Canadian plants within 
multinational corporations may be inhibited by corporate global 
strategies. In these and similar situations it may be appropriate for 
government to take a hand. 


Or Admittedly there will also be situations, generally 
reflecting the continuation of long-term trends, which can only be 
regarded as difficult or even negative. In general, these will tend to 
be concentrated in particular sectors currently facing strong import 
competition, such as textiles, clothing, footwear, consumer electrical 
products and parts of the metal fabricating industries. In addition, a 
Significant portion of the resource processing industries - wood and 
paper products, primary metals and non-metallic mineral products - 
require extensive modernization and rationalization to remain 
competitive in the anticipated environment of the 1980's. The need for 
rationalization is also evident in a number of other industries such as 
furniture and shipbuilding. 


La In these situations, the outcome is likely to be plant 
closures and a loss of employment, either out of an inability to survive 
or as part of a corporate rationalization. As noted earlier, such 
curtailments are an essential part of the economic process, and are to 
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be welcomed when the displaced resources can be readily transferred to 
alternative employment. The difficulty confronting us at this time is 
that easy re-allocation is by no means assured because of slack in the 
global and Canadian economies. 


(28 The geographic dimension of industrial adjustment may 
involve particularly difficult problems as some plant closures are 
likely to occur in communities with a limited industrial base. The 
textiles, clothing and primary metals industries are concentrated in 
particular communities in particular regions, and the shutdowns or 
curtailments could threaten the economic health of the entire area. 
Moreover, barriers of cost, language, and skills imply higher economic 
and social costs for displaced workers to move to other geographical 
locations or other occupations. Finally, and of particular relevance to 
the medium-term, much of the adjustment will take place against the 
background of long-run and apparently durable trends which indicate a 
continuing westward shift in opportunities and economic activity in the 
country. 


Bt itp aisectenptingiine such¥situations!) toi trystoe forestall. the 
need for adjustment and its immediate disruptions by policies of 
protection or subsidy.. While such defensive tactics may at times be 
justifiable in order to phase the adjustment and permit more positive 
responses to develop and mature, they cannot be regarded as a permanent 
solution. Experience has shown that basically non-competitive 
activities require an ever-increasing battery of protection or subsidy, 
workers and capital are locked into income generating situations which 
at best are marginal and new labour and capital may be drawn in, and 
more efficient activities are drained because,in the final analysis, it 
is they that must bear the cost of artificial support. 


14. It is worth repeating that Canada has experienced and 
benefitted from massive structural change throughout the course of its 
history, and in many cases the restructuring has been promoted by 
governments. The Canada-U.S. Defence Sharing Agreement and the Auto 
Pact, for instance, led to extensive rationalization, improved 
competitive performance and growing relative importance for the 
industrial sectors affected. New manufacturing and service employment 
developed to accommodate the transfer of rural workers as agricultural 
productivity increased sharply. The ability to achieve and sustain a 
dynamic process of industrial growth and change has been a key 
contributor to the dramatic increases that have taken place in Canadian 
employment, output and living standards over the course of the years, 
and it is of vital importance that government policies be fully 
supportive of this process as the economy moves into the challenging 
competitive conditions of the 1980's. 
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III INDUSTRIAL DEVELOPMENT POLICY INITIATIVES 


aby. A vast array of policy and program elements influence 
industrial development. Industrial adjustment is but one aspect of 
industrial development policy. Other elements include macro-economic 
policies which affect aggregate demand and investment while, at the same 
time, work to reduce inflationary pressure. To this end, the Department 
of Finance put forward medium-term targets in the fall of 1977 and is 
currently re-examining Canada's economic potential in the 1980's. A 
broad range of framework policies exert a significant impact on the 
structure and cost of industrial operations. A considerable body of 
work aimed at making these policies more supportive of industrial 
development is underway in connection with the sector task forces, in 
the Economie Council and in other fora. Important framework policies 
include taxation, labour market policies, innovation and technology, 
trade policies, environmental protection measures, public procurement 
policies, competition policy, other government regulations, 
transporation policy, and small business policy. Resource policies in 
such areas as energy, minerals, forestry, fishing and agriculture are 
aimed at achieving efficient resource extraction, management and 
conservation. Regional policies, and variations within demand 
management, framework and sectoral policies build on regional strengths 
or deal with regional constraints. 


165 An ambitious series of consultations involving business, 
labour and government was launched by the First Ministers in February 
1978 with the formation of twenty-three industry task forces which, in 
total, represented much of the manufacturing sector as well as the 
construction and tourism industries. The reports of these task forces 
were reviewed by a "second-tier" committee to identify the common issues 
and areas of concern and to discern the broad policy implications. The 
report of the "Tier II" committee has now been released. This committee 
put forward recommendations relating to most of the major "framework" 
policy areas including trade and the MTN, manpower and labour relations, 
taxation, research and development, energy, transportation, regional 
development, government procurement and rationalization. Federal and 
provincial governments have undertaken to respond in a positive and 
meaningful way to these recommendations and are presently developing the 
measures required to do so. 


Antes Even though the macro-economic and framework policies cited 
above may be appropriately deployed, there remains a need for special 
measures required to help firms and workers adapt to changing 
competitive conditions, particularly when structural or institutional 
factors inhibit the market adjustment process, or when the burden of 
adjustment falls unevenly upon certain workers, industrial sectors, 
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regions and communities. The remainder of this paper considers these 
policies of industrial adjustment. For purposes of discussion, they are 
categorized into labour market programs, programs for business firms, 
regional programs and transitional support measures. A major concern is 
the coordination of these various program elements into a comprehensive 
adjustment package. 


IV LABOUR MARKET ADJUSTMENT PROGRAMS 


A. Existing Programs 


10, Labour market programs are used to upgrade the skills of 
workers; increase geographic and occupational mobility; provide 
temporary income support; overcome labour shortages and bottlenecks; and 
in some cases generate direct employment. Immigration policy assists 
the adjustment process by allowing the entry of immigrants who satisfy 
skill requirements which cannot be met by Canadians. Given the current 
high levels of unemployment, training and mobility of Canadian residents 
will be given priority over immigration. Programs administered by the 
Canada Employment and Immigration Commission and Labour Canada have been 
instrumental in facilitating adjustments and development of the labour 
market in the past, and this role is expected to continue in the 

future. Table I summarizes expenditures under labour market programs in 
fiscal 1977-78. The Adjustment Assistance Benefits for textiles, 
clothing and footwear workers are administered by Labour Canada, while 
the other programs are administered by the Canada Employment and 
Immigration Commission. Total expenditures under these programs 
amounted to some $1.0 billion in 1977-78. 


TABLE: Z 
Selected Labour Market Program Statistics! 
Fiscal 1977-78 


Labour Force 


Expenditures Participants 
($ millions) (thousands) 
Manpower Consultative Services (MCS) Dice BSD. 
Employment Service 128x7 4,525.4 
Canada Manpower Training Program 494.8 233).0 
Canadian Manpower Industrial 
Training Program 76.5 63.5 
Canada Manpower Mobility Program 10.0 WN 7 


TABLE I (cont'd) 


Labour Force 


Expenditures Participants 
($ millions) (thousands) 
Immigration Program 6152 204.02 
Job Creation3 293.3 TT 
Employment Tax Credit Program 100.04 5080 
Textiles & Clothing AAB Program? 21 0.4 
Footwear & Tanning Industrial 
Adjustment Program “= n/a 
Developmental Use of Unemployment 
Insurance Funds 159.04 n/a 
Total. 1, 06828 
1 Preliminary data 
e 1977; includes 89,084 entering on employment visas 
3 Canada Works and Local Employment Assistance Program only 
: Fiscal 1978-79 


Annual average since introduction of Program 
Source: Canada Employment and Immigration Commission, Labour Canada. 


19. A comprehensive unemployment insurance program, with federal 
expenditures of close to $1.8 billion in 1977, provides financial 
support for individuals during periods of temporary unemployment, 
enabling them to seek employment consistent with the skills they 
possess. Most adjustments on the labour side take place with no 
government intervention other than through unemployment insurance (UI). 
In order to improve its effectiveness as a means whereby individuals can 
seek permanent employment, various developmental uses of UI have been 
introduced. For example, work sharing has been introduced in 21 pilot 
projects, with employees working shorter hours and having their wage 
supplemented by partial UI benefits. Another approach has been to use 
UI benefit entitlements to cover the costs of allowances for those in 
institutional training, with the savings from this available to provide 
additional training. This latter aspect is expected to be in the order 
of $100 million in 1978-79. The utilization of UI funds in support of 
industrial training is an area currently being explored. The use of UI 
funds in support of job creation will be implemented on a pilot project 
basis this fall with a maximum of one project per province. A model for 
UI funded job experience training (JET) for young unemployed workers has 
been developed and included as part of the 1979/80 Employment Strategy. 
Up to $40 million would be made available for the UI income maintenance 
portion. 
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B. Opportunities for Program Improvement 


20% Together, these labour market adjustment programs constitue 
a comprehensive array of instruments which compares favourably with 
programs available in other industrialized countries. Nevertheless, in 
view of the extremely dynamic nature of the Canadian labour market, and 
the intense competitive pressures anticipated in the 1980's, there is a 
need to strengthen labour market programs in the following areas: 


(a) Manpower Mobility 


There will be a number of specific geographic 
areas affected by strong competitive pressures 
in the 80's. In some cases, employment 
replacement opportunities will not evolve in 
these areas and the industrial adjustment 
process will therefore require measures to 
assist workers and their families in 
relocating to areas where the demand for 
labour is greater. 


(b) Training 


A critical labour market implication of 
industrial adjustment will be anticipated 
strong growth in sectors which rely relatively 
heavily on high level blue collar skills. 

This will clearly result in additional 
training requirements for such skills, 
especially in certain critical trades which 
have remained in relatively short supply even 
during periods of high unemployment. Emphasis 
on the development of employer-centred 
training programs to provide these skills is a 
central area for improvement, particularly for 
trades which have relied on immigrants as a 
major source of trained labour in the past. 

In addition there will be a need to provide 
training for workers whose skills become 
obsolete because of more rapidly changing 
patterns of production. 


(ce) Emergency Support Measures 
Plant shutdowns and sharp employment cutbacks 
will occur in some industries. These cases 


ean result in permanent loss of jobs and 
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income for older and less mobile workers, who 
may require income support ona more permanent 
basis than is offered by UIC, or special 
measures to assist in finding new employment. 


New Program Initiatives 


Bearing the above considerations in mind, the Canada 


Employment and Immigration Commission has incorporated a number of major 
program changes in its Employment Strategy. These include the following 


elements: 


(a) 


(b) 


The budget for the Manpower Mobility Program 
is being increased, to incorporate into the 
program a "strategic" component which can be 
used to assist workers' relocation in specific 
instances of employment expansion or 
dislocation. This change is expected to 
increase Significantly the program's 
flexibility, and will thus greatly enhance its 
capacity to facilitate the extensive labour 
market adjustments anticipated in the 1980's. 


The training programs are being reoriented to 
place much greater emphasis on skill training 
and training within industry to meet the needs 
of industrial development. For 1979-80, an 
additional $70 million has been allocated to 
provide skill training to meet industrial 
needs. Twenty million dollars of the 
incremental amount will be utilized for the 
development, with the provinces, business and 
industry of a Critical Trade Skill Shortages 
Program. Further, the 1979-80 Employment 
Strategy will provide an additional $20 
million for the regular Canada Manpower 
Industrial Training Program. The funds will 
be provided to business firms to cover a 
portion of their costs of further necessary 
expansion of skill training. The Canada 
Manpower Training Program will receive $30 
million more in 1979-80, the additional funds 
to be used exclusively to provide 
institutional training and necessary 
allowances for skill training to meet 
industrial needs. 
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(c) The budget for the Manpower Consultative 
Service is being increased by $2 million in 
1978-79. This Servive is CEIC's principal 
instrument for encouraging employers and their 
employees to work together to solve manpower 
adjustment problems created by economic, 
technological or other changes in particular 
enterprises oOrpindustriest (iiltcactsqasva 
catalyst between the two parties to facilitate 
the movement of dislocated workers into 
training and to jobs and locations where they 
are needed. 


(d) The Local Economic Development Assistance 
Program is being developed as a new initiative 
designed to stimulate and assist local private 
sector employment and small business 
development, and to stimulate community 
Participation in, and responsibility for, that 
process. 


(e) A Special Response Feature has been introduced 
which has the authority to approve Canada 
Works projects outside the normal application 
process as well as, where necessary, 
Supplementing other relevant Commission 
programs where a dislocation has occurred in 
the local labour market as a result of a 
natural disaster or unexpected shutdown of a 
major employer in a small community, excluding 
those resulting from labour disputes. 

Although by its nature, there is no way of 
telling exactly what demands for this funding 
will be, $5 million has been set aside in 
1979/80. 


€§) Work is proceeding on the development of a 
program of portable wage subsidies to improve 
the employability of some dislocated workers, 
including those laid off as a result of trade- 
related adjustments. 


Zoe With respect to its programs for older textiles, clothing, 
and footwear workers, Labour Canada is proceeding to: 


(a) modify the benefit eligibility criteria for 
footwear and tanning workers to focus upon the 


impact of import competition. 
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(b) set up a new umbrella program for import 
injured sectors under which assistance 
benefits would be made available to workers 
outside the sectors now covered. 


(c) establish a mechanism whereby certification is 
performed by product line rather than by firm. 


LS) These modifications by Labour Canada are expected to raise 
the funding requirement by an average annual level of $5 to $10 
million, depending upon the outcome of the MIN, general economic 
conditions, and the degree of extension to product lines in additional 
sectors. 


V PROGRAMS FOR BUSINESS FIRMS 


A. Existing Programs 


jy. Program support for business firms is generally aimed at 
improving knowledge and providing commercial intelligence; strengthening 
the financial condition of business; encouraging research and 
innovation; facilitating rationalization and restructuring; identifying 
and developing new market opportunities; and reducing risks. Program 
activity of this type is usually oriented towards small and medium sized 
firms, where experience has shown there is a greater need. 


VAD There are a number of government departments and agencies 
involved in providing program support for industrial business firms. 
These activities are summarized in Table II. The total amount of 
support available to firms totalled some $3.6 billion in 1977-78. Of 
this amount, over 100 million falls under RDIA assistance which is 
discussed in more detail in the following section on Regional Programs. 
It is noted that the export financing activities of the Export 
Development Corporation, and the support provided to medium and small 
firms provided by the FBDB, loom large in this total. The financial 
assistance includes various forms of grants, direct loans, and loan 
guarantees. It should be noted that the total does not all represent 
funds actually paid out by the government. For example, about $1.5 
billion of the EDC support and $106 million of EDP assistance is 
contingent liabilities in the form of export credits insurance and loan 
guarantees. 
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TABLE II 


Assistance Available to Business Firms, 1977-78 


NOwOF Amount 
Projects Authorized 
million 
EDP innovation 181 18.8 
adjustment 84 106.4 
Consulting 90 v2) 
Promotional Projects Program 250 4.1 
PEMD 962 5 
DEPP 80 64.7 
Shipbuilding - SIAP 24 ae 
FBDB cece at! 491.0 
SBLAS 5, 236 90.8 
EDC? 
export loans 46 1,182.4 
export credits insurance! 1,445.9 
foreign investment guarantees! 19 62.6 
RDIA 625 102.0 
Total 17,574 3,602.54 
1 These amounts represent the amount of exports and investment 
insured by the government during 1977, rather than funds paid 
Out. 
2 1977 Calendar year. 
Average annual expenditures since the inception of the programs. 


In addition, the Machinery Program made some $200 million avai- 
lable to the industry through duty remissions in 1977/78. 


Note: Abbreviations are as follows: EDP - Enterprise Development Pro- 
gram, PEMD - Program for Export Market Development, DIPP -Defense 
Industry Productivity Program, SIAP - Shipbuilding Industry 
Assistance Program, FBDB - Federal Business Development Bank, 
SBLA - Small Business Loans Act, EDC - Export Development Corpo- 
ration, FTIAP - Footwear and Tanning Industries Assistance 
Program. 


B. Opportunities for Program Improvement 


26e With respect to programs for business firms, the concern of 
the following sections of this paper is to report on identified opportu- 
nities for improvement in the industrial support and export promotion 
programs under the direct jurisdiction of the Department of Industry, 
Trade and Commerce. It is considered that changes in the following 
areas would be beneficial in view of the intensifying competitive condi- 
tions expected in the 1980's. 
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(a) 


(b) 


(c) 


(d) 


(e) 


Financing - To ensure that smaller and medium 
sized firms will have adequate term financing 
to make the adjustments required to meet 
competitive pressures in the 1980's, an 
increase in the amount of program support 
available will be required. In addition, more 
funding will be needed in support of 
innovation and product development to assist 
companies in moving into new products and 
markets where the payoff may not be immediate. 


Structural Change - A solution to some 
competitive problems will be mergers and 
acquisitions between strong and weak firms, 
which could in some cases be an alternative to 
the costly and inefficient bankruptcy process 
for failing businesses. The present program 
structure does not provide an effective 
mechanism for facilitating such arrangements. 


Market Development - Many smaller and medium 


sized Canadian firms have little or no 


experience in export marketing, or indeed in 
identifying more distant market opportunities 
in Canada. Further, they are in many cases 
too small to handle the large risks involved. 
As competitive pressures intensify in the 
1980's, many firms will require increased 
assistance in identification of new markets 
for their products, and assistance in mounting 
a sustained effort to exploit these markets. 

A particular effort is required to strengthen 
export promotion efforts to the United States. 


Management Services - Increasing effort is 


required to upgrade the management capability 
of smaller and medium sized firms. 


MTN Impact - Businessmen and labour are 


concerned about the possible impact on their 


firms of tariff and non-tariff barrier 
reductions which are likely to be phased in 
during the 1980's resulting from the MTN. A 
package of measures to support firms in 
exploiting new export opportunities and help 
them restructure their operations and switch 
product line in the face of new domestic 
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market competition would demonstrate the 
government's support of industry and help to 
restore confidence in the economy. 


New Program Initiatives 


In view of these considerations, a number of important 


changes have been announced in the present Department of Industry, Trade 
and Commerce program framework. The implementation of these and other 
changes will require additional consultation with the provinces and the 
private sector. 


(a) 


(b) 


(ec) 


(d) 


To ensure that adequate term debt is available 
to small and medium sized firms to facilitate 
adjustments required to take advantage of 
changing competitive conditions, the EDP loan 
guarantee ceiling will be increased from $350 
millionvtoss 1 2bai-ion: 


To encourage industries to undertake high risk 
research, design, and development, and to 
assist smaller and medium sized firms 
establish an R&D capability, the government 
will increase the innovation budget of the 
Enterprise Development Program from its 
present $25 million to $60 million annually. 
The EDP cost sharing ratio will be changed to 
75% of direct costs. 


To overcome problems of fragmentation and 
small scale, and facilitate industry 
restructuring and mergers between strong and 
weak firms, $20 million per annum will be made 
available for 100% loan guarantees to 
forestall bankruptcy until viable take-overs 
of failing firms can be arranged, co-insurance 
agreements will be initiated to support such 
arrangements under the $1 billion loan 
guarantee ceiling outlined above, and $4 
million will be made available annually for 
consulting studies to promote mergers. 


To finance viable restructuring proposals for 
manufacturers injured or likely to be injured 
as a result of changing international trade 

patterns, a new 100% loan insurance facility 
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(e) 


(f) 


(g) 


(h) 


will be established providing $20 million of 
insurance per year. In addition $5 million 
annually will be available for direct loans to 
firms that cannot find alternate financing. 
Funds will also be provided for consulting 
assistance. 


To assist smaller and medium sized firms in 
exploiting marketing opportunities in the 
United States, the Program for Export Market 
Development will be expanded to include market 
exploration in the United States. The 
program's funding limits will be increased by 
$2.5 million annually. In addition, PEMD will 
be further expanded by $5 million per year to 
provide for increased export market 
development on a sustained basis. 


To offset the risks involved in undertaking 
major capital and turnkey projects in overseas 
markets, the government will continue its 
efforts to make $100 million of re-insurance 
available to provide export risk insurance to 
Canadian firms, through the private insurance 
industry. 


To introduce a broader range of Canadian 
products into export markets, a number of 
unique promotional projects will be undertaken 
in association with certain trade fairs and 
missions, at an estimated cost of about $2 
million annually. 


To strengthen the management capability of 
many smaller and medium sized firms the budget 
for the management services component under 
the Federal Business Development Bank will be 
increased by some $2.4 million annually. 

Also, a nation wide series of private sector 
consulting councils will be established, where 
big firms can provide expertise and advice to 
smaller firms. Further, business service 
industries which invest in intellectual assets 
will be considered for EDP innovation and 
adjustment assistance on the same basis as 
goods producing industries. 
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(i) To ensure ready access to federal adjustment 
assistance by companies affected by the MTN, 
and to support firms in taking advantage of 
MIN related opportunities, an MTN Panel will 
be created as a specialized committee of the 
Enterprise Development Board. The Panel will 
make grants, direct loans and loan guarantees 
available under the EDP for adjustment 
projects. 


G3) To determine the adequacy of the existing 
array of IT&C export promotion programs and 
activities and to identify means whereby new 
export opportunities may be seized, a private 
sector review committee has been established. 
This committee, which is to report by June 30, 
1979, has been given the strong support of 
governments and the commitment of the Minister 
of Industry, Trade and Commerce to positively 
respond to the recommendations. 


VI REGIONAL PROGRAMS 


aie The main thrust of regional programs are to identify poten- 
tial development prospects, facilitate the realization of development 
opportunities, and directly encourage job creation and capital invest- 
ment in disadvantaged regions. In support of the regional development 
objective, the programs of the Department of Regional Economic Expansion 
(DREE) have sometimes assisted firms in order to preserve existing jobs, 
altnough these programs are primarily directed to the opportunity aspect 
of industrial development. Nevertheless, attention is drawn to the fact 
that the orientation of these programs is increasingly being directed to 
the opportunity aspect of industrial development. 


Zoe There are two main regional policy instruments of direct 
relevance to industrial development; namely the General Development 
Agreements (GDA's) and the Regional Development Incentives Program 
(RDIP). In 1977/78 these two programs respectively accounted for 57 per 
cent and 13 per cent of DREE expenditures. The GDA's provide a forum 
for coordinated federal/provincial action in identifying and promoting 
industrial development opportunities. The main objectives of the RDIP 
are to stimulate and preserve production and employment opportunities in 
regions designated to require direct federal assistance and to facili- 
tate the implementaion of selected opportunities identified under tne 
GDA'ts. In 1977/78 the number of net accepted offers under the incentive 
- program was 625, involving authorized capital costs of $477 million and 
committments by DREE of $102 million. 
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VII TRANSITIONAL SUPPORT MEASURES 


30; The positive steps described above will facilitate and 
encourage private sector initiatives to enhance its efficiency and 
competitiveness in world markets. However, transitional support 
measures may be necessary in certain instances to ease undue competitive 
pressures, mitigate unfair competition and facilitate the implementation 
of necessary adjustments. In this context, a variety of trade policy 
instruments are available which can be employed, in accordance with 
Canada's international rights and obligations. These include emergency 
safeguard action, anti-dumping and countervail duties, renegotiation of 
tariff concessions, and safeguards in the context of the General 
Preferential Tariff. In respect of these measures, the Government has 
reiterated its intention to improve, wherever possible, the procedures 
for taking action as promptly as possible where such measures are 
warranted. In addition, in order to accommodate adjustment to the 
changed competitive environment in export and domestic markets which 
will result from the MIN, Canada will avail itself of the provision for 
phasing-in tariff reductions during the 1980's and, in certain cases, 
partial or full exceptions will be made from the formula tariff cuts. 


VIII THE NEED FOR COORDINATION 


3tz The variety and diversity of programs and policies discussed 
above underlines the need for a coordinated approach. There is a need 
for coordination of program criteria to ensure that a consistent set of 
objectives is being pursued rather than having efforts dissipated 
through programs operating at cross-purposes. There is also a need for 
coordination in program management to minimize the administrative 
difficulties encountered by firms in requesting adjustment assistance, 
to avoid program overlap within and between political jurisdictions and 
to prevent requests for assistance from "falling between two stools". 
Finally, since many initiatives are undertaken in close collaboration 
with provincial governments and since the provinces offer a wide range 
of direct measures of assistance, the requirement that federal 
initiatives not duplicate existing provincial activities nor overly 
complicate federal-provincial arrangements, is of central importance. 
The industrially oriented subsidiary agreements under the General 
Development Agreements between DREE and the Provinces, have been 
effective instruments in this regard. 


Bc. The process of coordination of federal initiatives will 
involve the programs of Industry, Trade and Commerce, Labour Canada, the 
CEIC and DREE. These initiatives, in turn, will have to be co-ordinated 
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with the relevant provincial programs. As indicated above, each of 
these departments already has an array of programs which, while designed 
to meet specific departmental objectives, can be used in a co-ordinated 
manner as elements of an industrial development strategy. Further work 
is required by these federal departments and the provinces to develop 
better mechanisms of program coordination and delivery. 


IX CONCLUSION 


SOE Taken together, the program measures and policy initiatives 
outlined above for firms and workers, with the appropriate deployment of 
transitional support measures, constitute a comprehensive package of 
initiatives to handle adjustment problems and opportunities in the 
1980's. Table III summarizes the additional funding allocated to these 
areas in fiscal 1979/80. As can be seen from this table, new funding 
for 1979/80 amounts to almost $125 million, almost $100 million for 
labour market adjustments and $25 million for business firms. 


TABLE ELL 
Program Additional Cash Additional Program 
Disbursement, 1979/80 Authorizations 79/80 
$ millions $ millions 


Labour Market Programs 


Manpower Mobility Program age 2.5 
Manpower Consultative Service ae0 2-0 
Portable Wage Subsidies 10.0 10.20 
Special Response Feature 5.0 5.0 
Local Economic Development 

Assistance 10.0 10.0 
Skill Training 70.0 70.0 
Total Labour Market Programs 99.5 99.5 

Programs for Business Firms 

Financing Adjustment: 
Restructuring to meet new 
opportunities and MTN injury 25 6.0 
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TABLE IIL &Geont'id) 


Program Additional Cash Additional Program 
Disbursement, 1979/80 Authorizations .79/80 
millions millions 


Structural Problems 


- fragmentation, scale a0 6.0 
Innovation 
- shared cost projects 1250 257.0 


EDP Product Research 
Incentives 1e0 S50 


Market Development 


- PEMD to U.S.A. 0.5 12:0 
- Promotional Projects Za eal 
- Risk Sharing on Major 
Overseas Projects O50 507.0 
- PEMD Foreign Sales 
Offices, etc. eX®) Bi) 
FBDB Business Management Services 2.4 2.4 
Business Councils to Provide 
Consulting Assistance to Small 
Manufacturers O41 Ocal 
Total Programs for Business Firms 24.6 98 .6 
Total Adjustment Program $124.1 198.1 
34. The $25 million for business firms in 1979/80 means new 


program support of almost $100 million in this year because of leverage 
associated with the use of loan guarantees and insurance mechanisms and 
time lags with respect to actual cash payments. It is estimated that 
new program proposals for business firms will result in annual cash 
disbursements of around $100 million annually in the 1980's. This level 
of funding will accommodate new program activity in excess of $300 
million per year. 


355 In addition, the changes proposed by Labour Canada with 
respect to its programs for textiles, clothing and footwear workers 
could mean cumulative increased program support of some $5-10 million 
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annually in the 1980's. Further funding that could be required to 
address the geographic dimension of industrial adjustment should be 
available from DREE. 


BOs It must be emphasized, however, that these programs with the 
proposed changes operate at the margin. Although the funding available 
under the regular programs is extensive, it should be remembered that 
none of these programs is a substitute for fiscal and monetary policies 
effectively deployed to get the economy operating near potential, or 
framework policies consistent with efficient and competitive industrial 
activity conducive to the pursuit of other objectives. The government 
responses to the recommendations of the 23 industry sector consultative 
task forces and the second tier committee will result in further 
important initiatives which will improve the policy framework and 
supplement these proposals. 
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PREFACE 


Last February, First Ministers began the process of consultations on a 
medium-term economic strategy for Canada. As part of this process I 
issued a paper, Canada's Economy - Medium-Term Projections and Targets, 
which was intended to provide an aggregate economic framework within 
which the problems and opportunities for different sectors and regions in 
the economy could be analyzed and discussed. 


Over the last few months officials in my department have had an oppor- 
tunity to discuss the analysis and projections in Canada's Economy with 
many groups in the business, labour, government and academic communities. 
A wide range of views was expressed. Our targets for economic recovery 
to achieve faster growth with both lowered unemployment and inflation 
were regarded by some as being too ambitious and unachievable; to others 
they were not ambitious enough. Although there was not always agreement 
on the detailed analyses there was, nevertheless, a general consensus 
that the work had made a helpful contribution to a better understanding 
of the opportunities, challenges and problems that face Canadians in the 
medium and longer term. 


First Ministers are now meeting to continue their discussions on Canada's 
medium and longer-term economic prospects. To assist this work, I have 
had prepared a review of Canada's medium-term economic prospects in the 
light of developments in 1978 and the outlook for 1979. It is well known 
that economic events can change quickly and unexpectedly. Such has been 
the case over the last few months. In some ways and for a variety of 
reasons economic performance in 1978 is falling short of earlier expec- 
tations and the recovery path outlined in Canada's Economy. Nevertheless, 
1978 has been a year in which we have made much progress in laying the 
basis for growth in the 1980s. It is important that we work together to 
build on the opportunities now available. 


The Honourable Jean Chrétien, 
Minister of Finance 


November, 1978 
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Ds INTRODUCTION 


Earlier this year the government set in motion the process of developing 
a medium-term economic strategy. A series of Federal-Provincial Minis- 
terial meetings were held, culminating in a meeting of First Ministers in 
February. While much of the work done at these meetings was similar to 
work which had been undertaken in the past, these initiatives represented 
Significant steps in attempting to integrate policy approaches in a 
number of sectors and in extending the time horizon over which policy 
options are analyzed. 


In order to provide a macroeconomic framework within which to examine and 
discuss sectoral problems and developments, the Department of Finance 
published a document - Canada's Economy - Medium-Term Projections 

and Targets. That document was intended to provide a longer-run pers- 
pective on the growth potential of the Canadian economy. It also outlined 
a possible medium-term recovery path which would move the Canadian economy 
closer to potential levels of output over the next four to five years. 

The paper reaffirmed the federal government's commitment to work with the 
provincial governments, business and labour and other economic interest 
groups in the development of policies which would help initiate and 
sustain the growth of output and employment over the medium term, and 

lead to significant reductions in the rates of inflation and unemploy- 
ment. 


Underlying the projected recovery path in Canada's Economy were three 
important propositions. First, Canada's Economy stressed that the essential 
condition for the achievement of the projected recovery was that there be 
continued progress in the restoration of price and wage stability in the 
economy. A significant decline in the rate of inflation would provide 
stimulus to consumption and investment growth and contribute, as well, to 
improved competitiveness in Canadian industries, thus permitting the 

foreign sector to be a net contributor to growth over the medium term. 


Second, to the largest extent possible the growth in output and employment 
over the medium term should come from the private sector. There is a 
commitment by all levels of government to expenditure restraint. There 

is a necessity, as well, that government deficits, while providing essential 
fiscal stimulus during the early stages of recovery, should decline in 
relation to the gross national product as the recovery proceeds. 


Canada's Economy - Medium-Term Projections and Targets, Department 
of Finance, February, 1978. 
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The third and last proposition stressed that the achievement of a sustained 
recovery would require co-operation not only among all levels of government 
but among all major actors in the economy. While governments could do 

much to promote the recovery through the use of demand management policies, 
incomes policies, and framework and sector specific policies, they alone 
could not ensure that the projected recovery occurred. This was particu- 
larly true in the case of the improved inflation performance required. 

The inflation target in Canada's Economy represented a significant 
reduction from the existing high rates of inflation and implied a return 

to rates experienced in the 1960s. The simultaneous reduction in the 

rates of inflation and unemployment represented a major challenge since 
historically these two rates have not moved together during recoveries. 
Without the evolution of new price-and-income-determining behaviour by 
governments, business and labour, the inflation target would not be 
achieved and the recovery would falter. 


A number of Federal-Provincial Ministerial meetings, including two meetings 
of Finance Ministers, have been held since the February conference as 

part of the continuing work in developing a medium-term economic strategy. 
First Ministers are meeting to discuss the progress which has been made 

in overall economic policy and in a number of sectors, and to consider 
future initiatives. This paper is intended to complement these discussions. 
It provides a review of the main themes in Canada's Economy in the light 
of recent economic developments and the further work which has been done 
on the medium and longer-term prospects for the economy. 


The paper has six further sections. Section 2 reviews the longer-run 
growth prospects for the economy and the factors which are important in 
determining them. Section 3 summarizes the main characteristics of the 
medium-term recovery path presented in Canada's Economy. The fourth 
section expands on one of the main themes of section 3, as it reviews the 
factors underlying Canada's recent inflation experience. Section 5 
reviews the economy's medium-term economic prospects in the light of 
developments in 1978 and the outlook for 1979. Section 6 discusses 
briefly some of the main sectoral developments and issues. The final 
section reviews a number of policy issues and initiatives which bear 
directly on the performance of the overall economy and the achievement of 
the medium-term economic objectives. 


pag CANADA'S LONG-TERM GROWTH PROSPECTS - A REVIEW 


In analyzing the possibilities for economic growth over the medium 
term, the paper of last February first developed a view regarding the 
longer-run growth potential of the Canadian economy. A longer-run 
growth line provides a benchmark against which the current cyclical 
position of the economy may be assessed. Since 1974 the Canadian 
economy has tended to grow relatively slowly on average. Comparing 
present levels of gross national expenditure with output levels along a 
longer-run growth line gives an indication of the size of the current 
"output gap". In addition, estimates of future longer-run growth 
possibilities are critical to an assessment of what rates of growth 
from present GNE levels are possible over the medium term. 


A simple yet analytically useful measure of long-run economic growth is 
growth in gross national product and expenditure adjusted to eliminate 
the effects of the cyclical variation in the economy. Canada's Economy 
presented historical estimates of cyclically-adjusted GNE growth covering 
the period 1953 to the mid 1970s, and provided a projection of cyclically- 
adjusted GNE growth from the mid 1970s to 1995. Within the conventional 
framework employed in Canada's Economy, cyclically-adjusted (long-run) 
GNE growth.is determined by the long-run rate of employment growth and 
the long-run rate of growth of labour productivity. Employment growth, 
following the usual long-run assumption, is considered to be determined 
by natural population increase, net immigration, growth in labour force 
participation, and the long-run evolution of unemployment rates. 


The population growth and participation rate assumptions and projections 
used in Canada's Economy resulted in a projected long-run growth rate 

of the labour force and employment which declined from an annual average 
of 2.3 per cent over the period 1976-1981 to a yearly average of 1.1 

per cent by 1990-1995. The average employment growth over the entire 
period, 1976-1995, was projected to be 1.6 per cent per year. Aggregate 
labour productivity was projected to increase by 2.0 per cent per year 
on a cyclically-adjusted basis. Combining employment and productivity 
projections, the cyclically-adjusted GNE growth rate was projected to 
decline from 4.4 per cent per year during the period 1976-1981, to 3.1 
per cent by 1990-1995. The average rate from 1976 to 1995 was 3.6 per 
cent per annum. While these GNE growth rates are lower than those 
which Canada experienced over much of the postwar period, they remain 
high relative to those projected for other industrialized countries. 


During 1978, some of the basic variables underlying the long-run growth 
projections summarized above have not turned out quite as assumed. 
Some additional analysis has also been undertaken. In light of this, 
it is worth reviewing the original long-term assumptions underlying the 
growth projections in Canada's Economy, and to assess, at least in a 

. preliminary way, whether these projections need to be substantially 
revised, 
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Natural Population Growth 


In the long run the rate of growth of the working-age population is a 
key determinant of employment growth. There are two sources of working- 
age population growth - growth resulting from the natural increase of 
the population, and net immigration of persons of working age. 


Since persons who have been born over the past 15 years will represent 
the natural increase in the working-age population over the next 15 
years, this part of working-age population growth to the early 1990s is 
known with virtual certainty. Natural increases in the population 
after 1978 will begin to affect working-age population growth only 
aver “t993s 


The projection of the natural growth of the total population depends 

most upon the projection of the total fertility rate. Canada's fertility 
rate dropped from a high of 3.9 in 1959 to 1.83 in 1976. Canada's 
Economy assumed a fertility rate of 1.8 over the projection period. 
Although the 1977 rate fell below 1.8, to 1.74, it seems unlikely that 
fertility rates will depart significantly from the patterns assumed in 
Canada's Economy at least for the next four to five years. The estimates 
of the natural increase in Canada's working-age population underlying 

the projections given in Canada's Economy continue, therefore, to be 
valid. 


2.2 Net Immigration 


The second source of growth in the working-age population, net 
immigration, is more difficult to project than is growth stemming from 
natural increase. Historically, gross immigration to Canada has re- 
flected a number of factors: cyclical movements of the Canadian economy 
which cause the attractiveness of Canada, as perceived by prospective 
immigrants, to vary; changes in immigration policy and the regulations 
which give effect to the policy; and external crises which produce 
large movements of refugees. Emigration from Canada has reflected not 
only the relative attractiveness of other countries, but also the 
volume of immigration to Canada, since a significant proportion of 
emigration from Canada is return migration. Net immigration flows are 
thus the outcome of the interaction of a variety of circumstances and 
factors. 


From 1946 to 1976 net immigration to Canada averaged about 82,000 
persons annually. Canada's Economy assumed annual net immigration of 
100,000 to 1995, made up of average gross immigration of 160,000 and 
average emigration of 60,000. Since the mid 1970s, however, net 
immigration has fallen steadily and sharply, with estimated net 
immigration for the year June 1977 to May 1978 being only 35,000. 

These declines in net immigration have reflected a commensurate decline 
in gross immigration. Some of this decline is probably related to the 
current slow growth of the economy. Much of it, however, is attribut- 
able to the tightening of the immigration regulations in the mid 1970s, 
the total impact of which has taken some time to be felt. 
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Under the provisions of the Immigration Act of 1976, the federal 
government is required to determine and announce targets for future 
levels of immigration. The government has recently announced a target 
level for gross immigration of 100,000 for 1979. In addition, it has 
stated that it believes that gross immigration should not fall below 
this level over the longer term. 


Gross immigration at the 100,000 per year level would imply much lower 
levels of net immigration than were assumed in Canada's Economy. In 
light of stated government policy and recent immigration trends, net 
immigration levels of 50,000 per year on average now appear to be more 
realistic. Such a reduction in projected net immigration levels would 
by itself imply a reduction in the growth of the working-age population 
over the long run, and thus a reduction in the growth of cyclically- 
adjusted GNE. 


Dis Participation Rates 


The forces which determine the extent to which individuals of working 
age participate in the labour force vary substantially across age and 
sex groups. Projections of participation rates must attempt to take 
into account a wide range of long-run economic and social forces: for 
example, the impact of changing pension benefits; the future course of 
secondary and post-secondary school enrolments; the future course of 
fertility rates; the relationship between fertility rates and female 
participation rates; the degree to which a variety of attitudes and 
opportunities will continue to foster growth in female participation; 
and many others. In addition, short-run cyclical factors, such as the 
response to unemployment being experienced by other members of the 
family, or the response to the pressures on family incomes of unexpected- 
ly high rates of inflation, can cause significant short-run fluctuations 
of participation rates around long-run trends. The range and complexity 
of the factors which must be considered make the task of projecting 
participation rates extremely difficult. 


Canada's Economy projected that the long-run participation rate would 
continue to rise slowly until the mid 1980s, and then tend to stabilize 
over the following 10 years. Male participation rates were projected 

to decline slowly throughout the period, while female rates were expected 
to continue to rise, although at slower rates than had been recorded in 
the early 1970s. The projected flattening out of the aggregate partici- 
pation. rate after the mid 1980s reflected the effect of a shifting age 
structure of the working-age population, rather than a cessation of the 
growth of participation rates in each age-sex group. 


The projected 1978 participation rate for adult males is very close to 
the value which will likely be recorded for the year. The projections 
are also reasonably close for youths. The projected 1978 participation 
rate for adult women, however, is likely to be significantly too low. 
The adult female participation rate for 1978 is now expected to be 
close to 44 per cent, dramatically higher than the 1977 rate of 41.9 
per cent. The 1978 adult female rate projected in Canada's Economy was 
in the 42 to 43 per cent range. 
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This unexpected surge in the adult female participation rate is the 
main factor behind the jump in the aggregate rate from 61.5 per cent in 
1977 to an expected level of about 62.5 per cent this year. Indeed, 
the 1978 participation rate is now expected to be higher than the rate 


projected for 1981 in Canada's Economy. 


The behaviour of the adult female participation rate in 1978 may in 

part reflect short-term responses to unexpectedly high rates of inflation 
and to continuing high rates of unemployment. It may also indicate 

that the strong secular growth in the participation rate of women, 

which has characterized the postwar period, is not in the process of 
easing. If this is the case, then the participation rate growth 
projections of Canada's Economy will be too low. 


In this regard, it is worthwhile to compare the Canadian experience 
with that of the United States. Canadian participation rates often 
reflect the same forces, and move in the same way, as American partici- 
pation rates. American unemployment rates have dropped steadily since 
the mid-1970s recession, while the American inflation rate has been 
lower than Canada's. Despite this, between 1974 and 1977, the partici- 
pation rate of adult women in the U.S. grew significantly more rapidly 
than at any other time over the past 15 years. The cyclical improvement 
in the U.S. economy has probably reduced the economic pressures which 
would tend to push more secondary workers into the labour force. 
Consequently, the large increases in female participation rates in the 
U.S. may be more reflective of long-term forces.» The recent surgé in 
the participation rate of Canadian women may thus in part reflect a 
general North American phenomenon, as well as a response to cyclical 
factors. 


It is clear that more analysis of the factors determining female 
participation rates is required. It also seems likely that the 
projections in Canada's Economy have underestimated to some extent the 
future growth of female, and hence aggregate, participation rates. 
Revision of these projections would result in an upward revision of 
projected long-run labour force growth and long-run GNE growth. This 
would tend to offset the depressing effect on labour force and GNE growth 
of the downward revision of net immigration projections discussed above. 
The net effect of these opposite movements, however, may be small. 


2.4 Productivity Growth 


Projected employment growth, when combined with a projection of long- 
run growth in aggregate output per worker, yields the estimated longer- 
run growth of GNE for the economy. In the past, growth in aggregate 
output per worker, or labour productivity, has resulted from the inter- 
action of a number of factors: for example, technological change; 
increases in the amount of physical capital per worker; employment 
shifts from low productivity to high productivity industries; the 
growing size of markets; and improvements in the quantity and quality 
of education and training available to the labour force. 


Projection of future labour productivity growth is difficult because of 
the complexity of the forces which interact to generate productivity 
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growth. Particular difficulties are introduced because of the existence 
of new factors - for example, the much higher energy prices since the 
1973-1974 period, other higher resource costs, and a variety of pollution 
abatement requirements - which were not operative during most of the 
period from which estimates of Canada's historical trend rate of pro- 
ductivity growth must be calculated. These difficulties notwithstanding, 
it is possible to make some judgements as to the directions of the 

impact on labour productivity growth of a number of important factors. 


It has been suggested that the shifting composition of the work force 
towards an increasing share of secondary workers - women of all ages, 
and men other than those in the 25 to 64 year age group - is a factor 
which tends to reduce aggregate productivity growth. Women are held to 
be less productive than men, while youths are assumed to be less pro- 
ductive than adults. This argument has often been used as a partial 
explanation of the sharp drop in the trend rate of productivity growth 
after the mid 1960s in the United States. Some observers have asked 
whether the same phenomenon may have affected Canadian productivity 
growth in the past, or will do so in the future. 


There are a number of reasons for believing that the shift in labour 
force composition has probably not materially affected Canadian pro- 
ductivity growth in the past, and probably will not do so over the long 
term. First, there is no good reason to believe that women are less 
productive in the modern work environment than men. The fact that 
women earn lower average wages and salaries than men is often cited as 
evidence that they are less productive. It is more likely, however, 
that the lower employment earnings of women are attribuable to their 
concentration in industries in which total productivity is lower than 
average, as well as to a certain amount of wage and salary discrimin- 
ation against women. 


Second, the share of women in Canada's labour force has risen steadily 
from the mid 1950s to the early 1970s. Over part of this period the 
youth share of the labour force also rose. Despite the rising shares 
of women and youths in the labour force, the trend rate of growth of 
labour productivity rose slightly over this period, from 2.1 per cent 
per year during the period 1956-1966, to 2.3 per cent annually from 
1966 to 1973". It would appear, therefore, either that the depressing 
effects on labour productivity growth of these trends have not been 
large, or that other forces were operating to substantially offset them. 


Third, while there is substantial evidence to suggest that youths are 
on average less productive than adults, the share of the Canadian 
labour force accounted for by young people is projected to drop from 
the early 1980s to 1995. To the extent that a rising proportion of 
youths in the labour force worked in the direction of reducing pro- 
ductivity growth in the past, a falling youth share should have the 
effect of increasing the future rate of productivity growth. 


‘i 1956, 1966 and 1973 were peak years of economic activity in Canada. 
Measurement of average productivity growth between peak years is one 
method of estimating trend productivity growth. 
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Another argument often made is that the shift in the industrial 
structure of employment, from goods-producing to services-producing 
industries, has a depressing effect on productivity growth, since 
productivity grows more slowly in the service sector. Canada's Economy 
showed that this has not been the case in Canada since the mid 1950s. 
There was little change between the periods 1956-1966 and 1966-1973 in 
the rate of productivity growth in the commercial goods-producing 
sector. Between the two periods, however, the average annual growth 
rate of productivity in the commercial services sector doubled, from 
1.2 per cent in 1956-1966 to 2.4 per cent in 1966-1973. This acceler- 
ation of service sector productivity growth offset the depressing 
effect on aggregate productivity growth of the shift in employment 
towards the service sector between these two periods. Labour produc- 
tivity in all commercial industries grew on average by 3.0 per cent 
annually in the period 1956-1966 and 3.3 per cent per year in the 
1966-1973 period. 


There may well be a good deal of scope for future productivity gains in 
the economy's service sector. To the extent that such gains are realized, 
they will help to offset the impact on aggregate productivity growth of 
continued employment shifts to the service sector. The historical 
experience in Canada shows that it would be invalid to conclude that a 
rising share of service sector employment in the future necessarily 
implies declining rates of aggregate productivity growth. 


The rapid growth of the capital stock over the postwar period has been 

a very important factor contributing to the growth of output per worker. 
Concern has been expressed that the recent and present low rates of 
capital formation will have a depressing effect on future productivity 
growth. However, the current relatively weak performance of investment 
reflects primarily unused capacity in the Canadian economy. Rates of 
capacity utilization are now increasing. Renewed strength in investment 
should in turn be forthcoming as effective capacity limits are approached. 
Thus, a return to moderately strong and sustained rates of growth of 
aggregate demand should stimulate capital formation, which in turn 
should contribute towards increasing labour productivity. 


On the basis of the analysis thus far, there would be no reason to 
project a future rate of long-run productivity growth lower than that 
which has obtained in the past (2.2 per cent per year over the period 
1956-1973). However, Canada's Economy noted that the effect on pro- 
ductivity of the 1973-1974 relative price increase of energy was not 
yet clear. The results of studies done up to the time that Canada's 
Economy was published did not warrant the conclusion that productivity 
growth had been significantly lowered by the energy price increase. 
Further work on this issue was required. 


A more thorough analysis of the effects of higher energy prices. on the 
long-run growth potential of the Canadian economy is now available in a 
technical paper prepared by the Department of Finance. While for some 


i. 
The Effect of Higher Energy Prices on Long-Run Growth, Department 


of Finance, November, 1978. 
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aspects of the problem more work is needed, or more time is necessary 
for certain trends to become evident before definitive answers can be 
given, some general conclusions can now be reached. 


Because Canada was a net energy exporter, the increase in international 
energy prices which occurred in the first half of the 1970s conferred 
immediate terms of trade gains on Canada. The effect of the terms of 
trade gains was to raise the economic well-being of the country by 
increasing the income available for investment and consumption spending. 
A country which was a net energy importer at the time (e.g., the United 
States) suffered terms of trade losses and experienced a reduction in 
income available for domestic expenditures. 


The distinction between income and real GNE is critical to assessing 
the effects of higher enérgy prices on the growth potential of the 
economy." To seé this, it is necessary to analyze the impacts. of the 
higher energy prices on both the energy and non-energy sectors of the 
economy. 


As a general proposition one would expect an economy to have a 
production technology which would permit some substitution of capital 
and labour for energy, in response to the higher energy prices. For an 
economy operating at potential, with resources fully utilized, the 
initial effect of higher energy prices would be for the non-energy 
sector to use less energy and produce less output. As well, income 
would fall in the non-energy sector because of the adverse terms of 
trade effects for this sector. For the energy sector, production could 
be maintained at previous levels and, therefore, output or real GNE 
would not fall. Energy output could be maintained provided the amount 
of energy produced but no longer demanded by the domestic non-energy 
sector were exported. Because of the terms of trade gains, income in 
the energy sector would rise by the amount of energy production times 
the price increase. 


The results of this analysis suggest that the increase in energy prices 
had mixed effects on the growth potential of the Canadian economy in 
the period 1973-1977. Because of the terms of trade gains Canadian 
incomes rose. However, because of the higher cost of energy potential 
real GNE tended to fall. 


The size of the decline since 1973 in potential GNE growth (and, 
consequently, in productivity growth) resulting from the energy price 
increase should not be exaggerated. Because the substitution away from 
energy in the production process is likely to take several years, the 
resulting annual decline in trend productivity growth should not be 
large. Canada's Economy assumed future long-run productivity growth of 
2 per cent per year, rather than the 2.2 per cent growth of the histor- 
ical period. The 0.2 per cent annual reduction in long-run productivity 
growth which this conservative assumption implied may well be sufficient 
to capture the initial depressing effect on long-run productivity 

growth of the energy price increase. 


Over the longer term the effects of the higher energy prices on potential 
GNE are’ less clear for two reasons. First, because of the rise in real 
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incomes of Canadians it is possible that savings and capital formation 
may rise and offset the initial depressing effect of the energy price 
increase on potential real GNE. In practice, such secondary effects 
are likely to occur over a fairly long period of time. 


Second, in the long run the effect on Canada of higher energy prices 

will depend on the shape of the supply curve of domestically-produced 
energy. If incremental energy production to meet domestic requirements 
cannot be economically produced, Canada will become a net energy importer 
and will suffer terms of trade losses if the higher relative price of 
energy is maintained. To the extent that domestic energy production 

can expand, the terms of trade losses can be reduced. However, if this 
expansion of domestic energy production takes place along a rising 

energy cost curve, there will be adverse effects on long-run productivity, 
income, and GNE. 


The evidence on Canada's supply curve of energy is not clear. There 
are currently a number of higher-cost energy projects under way or 
being considered but, at the same time, there appears to be a substan- 
tially greater availability of lower-cost oil and natural gas. Whether 
Canada has fully exploited its lower-cost energy resources is not 
resolved at this point and, therefore, it is difficult to be specific 
about the shape of the energy supply curve. Consequently, the quanti- 
tative significance of the depressing effect of higher energy prices on 
Canada's long-run income and output path is not clear. 


There are other factors affecting long-run productivity growth with 

which this discussion has not dealt. In a number of areas - for example, 
in the case of the impact of pollution control requirements - much work 
needs to be done before conclusions can be advanced. Until such work 

is completed, the conclusion in Canada's Economy, that trend productivity 
can be projected to grow at 2.0 per cent annually, will remain tentative. 
By the same token, however, there is at present no available evidence 
that suggests that future productivity growth should be expected to 
depart radically from past trends. 


2.5 Summary 


This section has reviewed the main assumptions underlying the long-run 
economic growth projection presented last February in Canada's Economy, 
in the light of recent trends and new evidence in some areas. It 
appears as though participation rates may increase somewhat more quickly 
than had been anticipated in Canada's Economy. The positive impact of 
higher participation rates on long-run growth may be offset to a large 
extent by lower working-age population growth resulting from lower net 
immigration than had originally been projected. There does not appear 
at this time to be sufficient evidence to suggest that the productivity 
growth assumptions of Canada's Economy should be changed. On balance, 
taking offsetting influences into account, the long-run growth projection 
of Canada's Economy remains a good guide to Canada's long-run economic 
growth prospects. 
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THE MEDIUM-TERM RECOVERY IN CANADA'S ECONOMY - A REVIEW 


After examining Canada's long-run growth potential, Canada's Economy 
described a medium-term recovery path which would move the economy closer 
to potential levels of output by 1981. Along this recovery path, real 
GNE was envisaged to grow at an average rate of 5.5 per cent over the 
period 1978-1981. This growth was expected to lead to a fall in the 
unemployment rate to below 6 per cent by the end of 1981. A reduction in 
the rate of inflation to levels experienced in the 1960s was regarded as 
a necessary condition for the achievement of a sustained recovery. The 
projections implied, therefore, a commitment to a simultaneous reduction 
in inflation and unemployment rates. This represented an ambitious set 
of goals and not ones which would be easily achieved. In every previous 
postwar recovery a falling unemployment rate has been accompanied by some 
acceleration in the rate of inflation. 


The demand profile set out in Canada's Economy was based on the view that 
the growth in output and employment over the medium term should come as 
much as possible from growth in the private sector. The projected recovery 
was dominated by a strong investment performance particularly in the 
energy field. Real exports were projected to grow faster than imports, 
thus providing a net simulus to growth, with the current account deficit 
declining as a share of real GNE. As is noted below, this depended 
critically upon the medium-term growth prospects of Canada's trading 
partners, especially the U.S. Consumer spending was expected to play a 
critical role in initiating the recovery, and to be an important factor 
in sustaining it. Real government expenditures were projected to grow 
only slowly, at a rate well below the rate of growth of real GNE. 


Restoration of price and wage stability was regarded as essential to the 
achievement of this expenditure profile for several reasons. First, the 
high rates of inflation experienced in the 1970s have contributed to 
raising the personal savings rate to levels reached only in one other 
previous period of double-digit inflation. The personal savings rate 
averaged 10.5 per cent for the three years, 1974-1976, compared to 5.3 per 
cent in 1970. A decline in the rate of inflation would lead to a reduction 
in the personal savings rate and provide stimulus to consumption growth, 
particularly in the early years of the recovery. 


Second, there are important interactions between inflation and profits 
and, through profits, between inflation and investment. High rates of 
inflation raise nominal profits but lower real profits. Increases in the 
rate of inflation bring greater uncertainty and increases in the cost of 
Capital. Thus, high rates of inflation lower the real rate of return, 
raise the cost of capital, and depress investment incentives. Lower 
rates of inflation have the opposite effects. A reduction in the rate of 
inflation over the medium term would tend to raise the real rate of 
‘return, lower the cost of capital, and encourage investment. 
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Third, a significant lowering of the inflation rate was regarded as 
critical to the achievement of an improved trade performance over the 
medium term. Beginning in 1975, current account deficits in excess of 

$4 billion began to be experienced. Part of the increasing deficit was 
due to cyclical factors; the Canadian economy operated closer to capacity 
in 1974 and 1975 than did the economies of Canada's major trading partners. 
However, Canada's competitive position had also deteriorated significantly. 
Real wage growth had exceeded productivity growth since 1972. The loss 

in competitiveness was. clear in particular manufacturing and processing 
industries. It was especially acute in the tourist industry, and together 
with cyclical factors resulted in a rapidly widening deficit on the 

travel balance. A depreciation of the exchange rate would help to 
restore competitiveness; sole reliance on this mechanism to reduce the 
current account deficit could, however, jeopardize the inflation target 
and undermine the medium-term recovery. Because the projected recovery 
envisaged higher real growth for Canada than for major trading partners, 
the bringing of Canada's cost structure under control was regarded as 
critically essential if the foreign sector were to be a net contributor 

to growth. 


Finally, an improved inflation performance, by providing support to 
private sector growth, would reduce the large burden already placed on 
government fiscal policy to stimulate the economy. Following the slow- 
down in growth which began in 1974, the fiscal position of the government 
sector moved into significant deficit, thereby cushioning the impact of 
slow growth. The deficit of the federal government was very large by 
historical standards, equivalent to 3.5 per cent of GNP in 1977 compared 
to 1 per cent in 1961. In contrast, the provincial/local/hospital 

sector was not only proportionally much larger than in 1961, but it also 
ran a deficit of only 0.1 per cent in 1977 compared to 1.1 per cent in 
1961. At the same time, the development of the CPP/QPP meant that an 
additional fiscal drag, equivalent to 1.1 per cent of GNP, had been added 
to the system. 


1 ; : : 
For a detailed discussion of the roles of cyclical and price 


factors in determining Canada's travel deficit see The Service Account 
of the Balance of Payments, Department of Finance, November 1978. 
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4. CANADA'S RECENT INFLATION EXPERIENCE 


In view of the importance of achieving a reduction in the rate of inflation 
over the medium term, it is worthwhile reviewing the factors which have 
contributed most significantly to Canada's recent high rates of inflation. 


In the long run, inflation is primarily a monetary phenomenon. Increases 

in the rate of growth of the money supply will eventually lead to corresponding 
increases in the rate of inflation. In the short and medium term, 

however, increases in the money supply do not translate into proportional 
increases in the rate of-“inflation, nor do decreases in the money supply 
necessarily imply proportional reductions in the rate of inflation. 

Because of this, trade-offs between inflation and unemployment will 

exist in both the short and medium term. 


The short-term relationship between the unemployment rate and changes in 
wages depends fundamentally on the flexibility of real and money wages. 
There appears to be a fairly high degree of inflexibility of wage change 
to changes in unemployment. The empirical evidence for Canada indicates 
that at high rates of unemployment, further increases in the unemployment 
rate will in the short run have only a small effect on the rate of 

change of wages. At low rates of unemployment, however, the effect 

could be quite strong. 


For many goods and services labour costs make up the largest part of 

total production costs and are the primary determinant of prices. Even 
in these cases, however, the relationship between labour costs and 

prices may be unstable and may change in response to other factors. 

There are, as well, many markets in which prices may be determined 
independently of wage behaviour; for example, in the case of agricultural 
products, demand factors and supply constraints may be more important 

than wage costs in determining prices. Government charges are also not 
closely related to underlying labour costs. Increases in the prices of 
internationally-traded commodities or changes in the exchange rate can 
also lead directly to higher rates of inflation. Price increases stemming 
from these sources contributed significantly to the higher inflation 

rates of the 1970s. It is thus possible to have rising rates of inflation, 
for a period of time, despite a deceleration in wage increases. 


In the medium term the response of the rate of wage change to changes in 

the unemployment rate will depend not only on the degree of wage flexibility 
but also on the speed of adjustment of inflationary expectations to 

changes in the rate of inflation. It is not possible to state precisely 

how price expectations are formed. There seems little doubt, however, 

that they are influenced by past price behaviour. Further, inflation 


i For a more detailed discussion of issues relating to inflation, 


see Canada's Recent Inflation Experience, Department of Finance, 
November 1978. 
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expectations may be influenced by government policy initiatives. In 
other words, if individuals believe government policies will reduce 
price increases they may act as if the rate of inflation were going to 


fall. 


In the period up to 1973 there were a number of domestic factors working 
towards worsening inflation. These included strong aggregate demand 
growth, which was partly the result of strongly expansive aggregate 
demand policies; increasing inflationary expectations; and rising public 
sector wages. Important structural changes were also occurring in the 
labour market during this period. The increasing participation rates of 
women and youth, the growth in multi-earner families, and the 1971 
Unemployment Insurance Act revisions raised the level of the unemployment 
rate at which inflationary pressures were likely to emerge. These 
factors combined to generate a momentum leading to inflation rates in 
the 3 to 5 per cent range. In the absence of the external price shocks 
of 1973-1975, however, the inflation rate would not likely have reached 
double-digit levels, and most likely could have been contained by less 
expansive aggregate demand policies. 


The major increases in food and energy prices which occurred after 1972 
had an immediate and direct impact on the rate of inflation. This led 
subsequently to higher wage and salary demands, partly because of attempts 
to maintain real wages and salaries and partly because of expectations 

of future high rates of inflation. The result was a secondary wage- 

price spiral and further support for the inflation momentum. 


The rate of change of wages and salaries has been declining steadily 
since 1975, partly because of the Anti-Inflation Program and partly 
because of high levels of unemployment. Consequently, the rate of 
increase of prices of goods for which domestic wage costs comprise the 
most important part of total costs has been declining, and significant 
gains have been made towards restoring Canada's international competi- 
tive position. However, the aggregate rate of inflation has not per- 
formed as well, except in 1976, because of large increases in food and 
energy prices and declines in the exchange rate. 


Over the medium term a good food price performance and a more stable 
dollar, coupled with continued wage restraint in both the private and 
public sectors, would permit a sustained deceleration in the rate of 
inflation. In this regard, it will be very important that those price 
increases in 1978 which were essentially temporary in nature not be 
built into Canada's cost structure through fully offsetting wage and 
salary settlements. 
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Dd’ SHORT-TERM DEVELOPMENTS AND MEDIUM-TERM PROSPECTS 
5.1 Prices and Wages — 


The rate of growth of average wages and salaries (labour income per 
employed person) has decelerated sharply during 1978, falling below a 
6.0 per cent annual rate in the second quarter. Although subsequent 
revisions to the national accounts will likely increase the estimated 
growth of wages and salaries they will not likely raise the growth rate 
to the 7.5 per cent rate projected in Canada's Economy for the current 
year. Wage settlement data for the third quarter also suggest that no 
major re-acceleration of average wage increases has occurred so far this 
year. The slowing rate of increase of average wages in 1978 is attributable 
to a number of factors, among them the continuing effects of the Anti- 
Inflation Program, and some increase in part-time employment, which has 
the effect of lowering average wages. 


The significant decline in wage and salary advances has been matched by a 
fall in the rate of increase of prices of those goods and services for 
which labour costs comprise a predominant proportion of total costs. 

Over the first three quarters of 1978, the CPI excluding food has risen 
at annual rates of 6.9, 6.1 and 6.1 per cent, respectively. These are 
rates which would imply an annual rate of non-food price increase close 
to the 6.0 per cent target in the medium-term projections. The temporary 
reduction in provincial retail sales taxes last spring also contributed 
to the improvement in the underlying rate of inflation. 


Despite this significant slowing in the underlying rate of inflation, the 
rate of increase of all consumer prices accelerated this year. In September 
prices were 8.6 per cent higher than they were a year ago. Unexpected 
food price increases have been an important factor in leading to this 
advance in the inflation rate. Food prices have risen at annual rates of 
14.1, 16.5 and 17.6 per cent, respectively, through the first three 
quarters of the year. Large increases in the prices of beef (owing to 
the swing to the contractionary phase of the North American beef cycle) 
and fresh fruits and vegetables (due to poor winter harvests in the U.S. 
and only average size summer crops in Canada) have contributed most to 
the poor performance of food prices. The decline in the exchange rate 
also added to the increase in food prices. 


With the acceleration of consumer price increases and the deceleration in 
the rate of wage and salary growth, average real wages and salaries have 
been falling in 1978. This has held back the growth of real consumption 
expenditures this year. It could also increase the difficulty of sustaining 
a deceleration in wage and price increases in the post-controls period. 
Efforts to recapture losses in real wages and salaries which have resulted 
from the unexpected and temporary surge in prices could lead to higher 

wage and salary demands. This in turn could trigger a renewed wage-price 
spiral. 


Sib: ss 


The annual rate of increase of unit labour costs has declined significantly 
in the first two quarters of 1978. Unit labour costs are now rising at 

an annual rate close to that projected in Canada's Economy. This decelera- 
tion reflects the larger-than-anticipated decline in average wage and 
salary gains, offset by a lower-than-anticipated improvement in productivity. 


A good food price performance together with restraint in wage and price 
increases would contribute to an improved inflation performance next 
year. Agreement to effect the proposed temporary pause in oil and gas 
price increases would be similarly helpful. Additional support will be 
provided by the reduction in the manufacturers’ sales tax and unemp loy- 
ment insurance premiums announced in the recent budget. The combined 
effect of these forces would be a reduction in the inflation rate to 
about 6.5 per cent next year. This rate would, however, be somewhat 
higher than the rate projected for 1979 in Canada's Economy. It is all 
the more important, therefore, to strengthen the forces which would lead 
to further reductions in the rate of inflation in 1980 and beyond. 


5.2 Output and Employment 


The medium-term recovery path outlined in Canada's Economy was described 
in terms of an annual average rate of growth of 5.5 per cent over the 
period 1978-1981. This allowed for some variation from year to year in 
actual growth rates. If the economy were to grow by modestly less than 
the required average in the first year, this would imply only slightly 
stronger performance in the last three years. A larger shortfall of 
growth in 1978, however, would increase the difficulty of achieving the 
projected average growth over the whole 1978-1981 period. 


The outlook for the economy in 1978 is for real growth of close to 4 per 
cent. Next year the real growth of the economy is’ expected to» be in the 
4 to 4.5 per cent range. A substantially higher rate of growth would be 
required in 1980 and 1981 to achieve an average growth rate of 5.5 per 
cent over the four year period. Such an acceleration of growth would not 
be inconsistent with the pattern of other postwar recoveries, but could 
run a real risk of creating renewed inflationary pressures. The basic 
objective of achieving sustainable growth may best be served, therefore, 
by reaching the long-term growth line a year or so after 1981. It is 
difficult to be precise on this point, given the continuing uncertainties 
in the economic environment and the fact that the estimates of Canada's 
recent performance are still preliminary and subject to revision. The 
pattern of recovery set forth in Canada's Economy still appears, therefore, 
to be a useful guide to the development of a medium-term strategy, even 
though the period of recovery may be a year or two longer than envisaged. 


Employment growth has been extremely strong this year. On average in the 
first 10 months of 1978, 333,000 more persons were employed than in the 
corresponding period of 1977. This represents an increase of 3.4 per 
cent, well above the 2.8 per cent average employment growth projected 
along the recovery path in Canada's Economy. At the same time, however, 
for reasons noted earlier, the labour force has grown more rapidly, and 
thus the unemployment rate has not declined. 
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Next year employment growth seems likely to be more in line with the 
average growth projected for the 1978-1981 period. Labour force projections, 
however, are more difficult to make. As was discussed in section 2, the 
participation rate has risen dramatically in 1978, primarily because of 
the large increase in the adult female participation rate. The participa- 
tion rate of adult women fell in October, for the first time in over 12 
months. This could be an indication of some easing of the recent rapid 
influx of women into the labour force. This possibility notwithstanding, 
it seems likely that the adult female participation rate, and consequently 
the aggregate rate, will be higher over the medium term than projected 
previously. 


Lower-than-projected GNE growth for 1978, coupled with higher-than- 
anticipated employment growth, implies a rate of growth of labour produc- 
tivity below the average along the medium-term recovery path. This 
lagging productivity performance is to some extent a reflection of the 
slow growth of the economy in 1978. There is no available evidence to 
suggest that a higher rate of real growth would not be matched by signifi- 
cant improvement in the rate of growth of productivity. 


5.3 Expenditure Components 


The projected medium-term recovery path in Canada's Economy was characterized 
by increasing strength in investment and net exports. Because of a 
relatively small capital stock gap in 1977, and the under-utilization of 
existing capacity, investment growth was not expected to contribute 
Significantly to output growth in 1978. Net exports were expected to add 
increasingly to growth as the Canadian competitive position improved 

steadily over the medium term. Consumer expenditures were projected to 

grow at about the same rate as real GNE over the entire 1978-1981 period, 

but to contribute significantly towards initiating the recovery with 

strong growth in 1978 and 1979. 


The strong growth in consumer expenditures necessary to assist in initiating 
the recovery has not been fully achieved in 1978. Real consumption 
expenditures are expected to grow this year by only 3.5 to 4 per cent. 
Canada's Economy expected that a decline in personal savings rates, 
associated with a deceleration in inflation, would provide some support 
to consumption growth in 1978. Instead, inflation has accelerated and 
the savings rate is expected to remain at its high 1977 level. Real 
wages and salaries have also been declining this year. Although personal 
disposable income will grow more quickly than personal income this year, 
the differential will not be large enough to provide the impetus to 
consumption growth needed for the attainment of the projected performance. 
With an improved inflation performance over the next two to three years a 
decline in the savings rate can be expected. This would provide support 
to consumption growth over the medium term. 


Because of their commitments to expenditure restraint, the federal govern- 
ment and some provincial governments will be holding expenditure growth 

to less than the growth of output this year. The federal government's 
restraint program has significantly reduced the growth of its expenditures 
on goods and services. Interest on the public debt and transfers to 
individuals will increase more rapidly this year than expenditures on 
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goods and services. Expenditure restraint will also be reflected in 
slower growth in capital expenditures than that projected in Canada's 
Economy. Expenditure restraint will continue to be an objective of the 
federal government over the medium term. 


Canada's Economy did not expect investment growth to play a strong role 

in initiating the recovery. As expected, investment growth will be 

modest in 1978. However, the decline in the exchange rate and the improve- 
ment in the underlying cost structure of the economy have provided new 
opportunities to many industries. Some renewed strength in investment 
expenditures can be expected next year. The October investment intentions 
survey of 300 large firms showed that these firms plan to increase their 
fixed investment by 16 per cent in current dollar terms in 1979. This 
represents a growth in real investment expenditures for these firms of 
about 8 per cent. Growth in real investment outlays for the economy as a 
whole is anticipated to range between 3 and 5 per cent in 1979, and to 
continue to strengthen over the medium term. 


Energy investment was projected to play a central role in supporting the 
medium-term recovery. Over the four-year period 1978-1981, energy invest- 
ment was projected to grow on average by over 14 per cent per year in 

real terms. The bulk of this investment was expected to materialize in 
the later years of the recovery. There are some indications that energy 
investment in the period to 1981 may be slightly less than was assumed. 
Because of the long lead times in initiating and completing energy projects, 
some of the energy investment originally expected to occur before 1981 is 
now likely to take place later on in the 1980s. Despite this difference 
in timing, energy investment will continue to play an important role in 
Canada's economic development over the medium and longer term. 


The lag in investment performance in 1978 has been offset by the strong 
performance of net exports. The depreciation of the Canadian dollar has 
had a dramatic effect on Canada's trade. The volume of merchandise 
exports will grow by about 8 per cent in 1978, while the volume of merchan- 
dise imports will increase by about 4 per cent. The trade surplus will 
rise to a record level of close to $4 billion in current dollars this 
year. The total current account deficit, in current dollars, will rise 
this year, because of the continued growth of the service account deficit. 
However, the rapid growth of merchandise exports and the slow growth of 
merchandise imports will be the main factors behind a significant improve- 
ment in the constant dollar current account deficit. The improved foreign 
balance expressed in volume terms will contribute substantially to real 
aggregate growth in 1978. 


The medium-term outlook for Canada's foreign balance is dependent upon 
the relative strengths of two sets of forces which will work in opposite 
directions. Slower growth than was projected in Canada's Economy is now 
forecast for Canada's major trading partners. However, the impact of 
slower growth in the U.S. and other areas could be outweighed by the 
competitive gains that have been provided to Canadian industries through 
improved cost performance and the depreciation of the Canadian dollar. 
An average exchange rate below the $.93 U.S. assumed in Canada's Economy 
now seems likely for the medium term. It is imperative that these competi- 
tive gains not be lost through the re-emergence of accelerating wage and 
price inflation. 
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SECTORAL DEVELOPMENTS 


1978 was a year which saw many sectors in the economy beginning to 
rebuild their work forces in response to emerging opportunities and 
renewed growth. Table 1 provides the percentage increase in average 
employment in 1977 and for the first ten months of 1978. During the 
first ten months of 1978, total employment was 3.4 per cent higher than 
in the same period in 1977. A substantial turnaround has occurred in 
the goods-producing industries. Employment in these industries rose by 
2.5 per cent in the first ten months of this year compared to a decline 
of 1 per cent in 1977. The service industries have continued to provide 
strong support to total employment growth. 


Table 1 


Rates of Growth of 


Employment by Industry, 1977 and 1978 )) 
1977 1978 
All Industries | 1.9 3.4 
Goods Producing Industries ae ws 
Agriculture Hs jy Ape 
Forestry, Fishing and Trapping =e 10.9 
Mines Quarries and Oilwells 4.8 5.3 
Construction -0.2 -0.8 
Manufacturing -1.6 a2 
Service Producing Industries 3.4 She, 
Transportation, Communication, and Other 
Utilities - 
Trade 


Finance, Insurance and Real Estate 
Community, Business and Personal Services 
Public Administration 
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ou, 1978 growth rates are based on average employment in the first ten 
months of 1977 and 1978. 


Source: Statistics Canada, The Labour Force, Cat. 71-001. 


In recent years, concern has been expressed over the prospects for a 
number of sectors of the Canadian economy, in particular some of the 
goods-producing industries, and the tourism sector. It will be helpful, 
therefore, to review briefly the performance of some of these sectors 
in 1978 as a backdrop to developments which are likely to occur over 
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the medium term and contribute to the overall expansion path projected 
into the early 1980s. 


Manufacturing 


Much of the 1978 employment growth in the goods-producing industries has 
been in manufacturing, where 62,000 more jobs have been created so far 
this year. This accounts for about three-quarters of the increase in 
employment in all goods-producing industries. Manufacturing industries 
have benefitted from the decline in the exchange rate, increased domestic 
demand, and the winding down in the rate of growth of unit labour costs. 
Manufacturing output during the first eight months of this year was 

5.6 per cent above the level for the same period a year earlier. During 
the second quarter - the latest period for which data are available - 
capacity utilization in manufacturing rose 2.1 percentage points to 

86.4 per cent. This utilization rate is above the 1961-1977 average and 
is the highest level reached since late 1974. 


This growth in manufacturing has been fairly widespread. The paper and 
allied products industry has recorded one of the strongest rates of 
growth. The volume of newsprint exports has risen rapidly this year, and 
newsprint production is at capacity levels. The international market for 
wood pulp appears to be strengthening as the previously large world 
inventories of pulpwood are being reduced. Among other non-durable goods 
industries, knitting, clothing, textiles and leather have grown quite 
strongly, partly as a result of import quotas and the temporary reductions 
(or elimination) of provincial retail sales taxes. The food and beverage 
industry has shown strength in Alberta and Quebec, and in the Atlantic 
provinces where fish catches have increased strongly. In the Prairie 
provinces, however, labour disputes earlier this year in the meat-packing 
plants adversely affected output. 


Among the durable goods manufacturing industries, the transportation 
equipment industry in general, and the automobile industry in particular, 
have operated this year at high rates of capacity utilization, after 
growing strongly in the previous two years. In the automobile industry 
major investments are underway. Wood production has continued to grow 
strongly this year, as a result of both the previous strength in domestic 
housing starts and strong growth in lumber exports particularly to the 
United States. Output of the primary metals industry grew by 8.1 per 
cent in 1977 and by over 7 per cent in the first eight months of 1978, 
but capacity utilization is still below the 1961-77 average rate. Output 
in the furniture, metal fabricating, and machinery industries has increased 
sharply this year, after having shown either no growth or declines in the 
previous year. 


The decline in the exchange rate and the significant slowing down of the 
growth of unit labour costs have provided manufacturing industries with 
the basis for expansion and sustained growth over the medium term. With 
somewhat slower growth now expected in the U.S. economy, labour and 
business will have to work together to ensure that the manufacturing 
Sector's improved competitive position is maintained and strengthened. 
The work of the 23 industry task forces over the last several months and 
the Second Tier Committee Report have contributed significantly to a 
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better understanding of the problems and opportunities of many sub- 
sectors of manufacturing. The tax incentives included in the November 
budget will assist manufacturing firms to improve efficiency and expand 
Capacity. 


Energy 


Energy has been a special focus of attention over the past few years. 
Higher world oil prices, and the need to ensure greater security of 

supply, have presented challenges for all consuming nations, including 
Canada. Unlike most industrialized countries, however, Canada's relatively 
rich resource endowment has allowed Canada to cushion the shock by phasing 
in higher prices gradually and has provided the basis for new energy 

sector investment. 


Canada's energy sector has been extremely buoyant in 1978. While physical 
output was relatively stable, revenues were up substantially. Moreover, 
higher prices and generous federal and provincial fiscal incentives have 
stimulated record levels of industry investment. For example, oil and 

gas exploration expenditures in 1978, at about $8 billion, are double 
their 1975 level. The industry's forecast for 1979 is about $10 billion. 


During the 1960s, capital expenditures in the energy industries in Canada 
averaged about 15 per cent of total capital expenditures. In the 1970s 
this share has increased significantly, to about 20 per cent in 1977 and 
1978. The average annual rate of increase (1974 to 1978) 

was about 22 per cent for electric utilities and the crude petroleum 

and natural gas industry, and 30 per cent for coal and uranium mining. 
These much higher levels of investment have had a favourable impact on 
Canada's energy supply outlook. This may be seen by comparing the most 
recent assessment of Canada's major energy sources with earlier assess- 
ments. 


The National Energy Board's 1977.Report on oil supply forecast that 
shipments of domestic oil to Montreal would remain at 250,000 barrels 
per day until 1982 and that, in 1983, the Sarnia/Montreal pipeline 
would be reversed, and imported oil would have fallen to 20 Mb/d in 
1979, to 1 Mb/d in 1980 and to zero thereafter. The 1978 Report 
concludes, however, that domestic oil shipments to Montreal can 
continue to at least 1995. Over the medium term, to 1983, the NEB 
notes that throughput of the Sarnia/Montreal pipeline could be 
increased to 315 Mb/d for three years. 


The economic implications of these changes can be better appreciated by 
noting the "trade effects" of the revised forecast in the NEB's 1978 
Report. By exporting somewhat more and importing considerably less 
than was anticipated in the 1977 Report, Canada's trade position on oil 
would be improved by about $600 million (in 1978 dollars) in 1979. In 
1980, the improvement could be $730 million, and in 1981, $835 million, 
for a three ‘year total of about $2.2 ‘billion Overthe NEB"s «forecast 
period, to 1995, the total improvement could be in the neighbourhood of 
$45 billion. 
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The prospects for Canada's natural gas supplies are also improving. 

The NEB hearings on natural gas supply and demand are still underway, 
and the Board's report is not expected until early next year. Evidence 
which has been submitted by industry as well as provincial agencies in 
preparation for the hearings indicates a substantial gas surplus. This 
is a pleasant contrast with forecasts made in 1975 and 1977, suggesting 
that Canada would not be able to meet domestic demands and existing 
export commitments by the late 1970s. 


Canada's uranium mining industry is working at capacity. Exploration 

is proceeding at record levels, and a number of major finds have been 
reported. Indications are that Canada will be able to satisfy increased 
export demands, under a system which ensures the long-term protection 

of domestic requirements. 


Conservation efforts by Canadians have resulted in lower domestic demand 
for electricity than had been anticipated. The result has been a 
significant increase in the surplus in several provinces available for 
export in 1977 and 1978. Furthermore, lower demand growth should 

permit utilities to spread out future additions to generating capacity. 


Promising developments are also taking place in the coal industry. 

With the completion of loading facilities at the Lakehead, major ship- 
ments of western Canadian coal to Ontario Hydro are now beginning. 

This will provide the province with an important alternative to imports. 
A continuing program of modernization in the Maritime coal-fields 
promises to improve the competitive position of that region's output. 

In the west, the reserve base exists to respond in a major way to 
demand, here and abroad, for thermal and metallurgical coal. 


Minerals 


The recent performance of the Canadian mineral industry has been mixed. 
Nearly one-half of Canada's mineral production is exported, and the 
health of Canada's industry therefore depends heavily upon developments 
in the world economy. While some minerals have enjoyed relatively 
buoyant demand, others - notably the base metals - have felt the impact 
of the current weakness in the economies of Canada's major trading 
partners. The outlook for 1979 is not significantly different. 


Copper, nickel and zinc continue to be affected by weak demand and low 
prices, while molybedenum and lead markets have remained strong in 
1978. Nickel production is down substantially because of the current 
INCO strike and cut-backs in the industry. The near-term outlook 
ranges from good for molybdenum and lead, to moderately optimistic for 
copper and zinc. Prices for these two commodities have been increasing 
recently, and further increases may occur over the next two years, as 
world stocks are reduced and demand picks up. Nickel prices and demand 
may not show much improvement. 


Iron ore production in 1978 is down substantially from 1977 levels, as 
a result of a four-and-a-half month shutdown of the Quebec-Labrador 
mines and shipping disruptions on the Great Lakes. In 1979, however, 
Canadian production should return to previous levels, despite the 
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scheduled closure of two mines in northern Ontario. Although the 
domestic market has remained relatively strong and is expected to grow 
in the near and medium term, shipments of iron ore to overseas markets 
are affected by market oversupply and weak prices. 


The outlook for other minerals is generally more encouraging. The 
uranium industry continues to expand in Ontario and Saskatchewan, and 
1978 production is substantially above 1977 levels. Exploration is 
proceeding in most provinces and success to date indicates the basis 
for several new mines in the 1980s. The potash sector has experienced 
slowly increasing prices and firm demand in 1978. This trend should 
continue. Capacity increases are planned at some mines in Saskatchewan, 
and a new potash mine is under construction in New Brunswick. Demand 
for asbestos is relatively stable at the moment, and, although inven- 
tories are high, the Canadian industry is operating at 85-90 per cent 
of capacity. 


In looking toward the 1980s generalizations are difficult. The outlook 
for some commodities, including potash, uranium and asbestos, is encour- 
aging, but for others, it is more uncertain. The fortunes of the base 
metals industry depend heavily on the level of industrial activity 
elsewhere. Indications are that world demand will rise at substantially 
lower levels than those experienced in the 1960s and early 1970s. At 
the same time, competition - especially from third world countries - is 
increasing, and it may be difficult to maintain Canada's historical 
share of world markets. Canada's mineral exporters, however, should 
benefit significantly from the current rate of exchange for the Canadian 
dollar. 


The federal and provincial governments, in co-operation with the industry, 
have carried out intensive reviews this year of the current situation 

and the medium term outlook for the sector. The results to date are 
positive, at least in improving the atmosphere of consultation and 
coordination in such important areas as taxation. The federal govern- 
ment took the lead this month in improving the tax regime for mining. 

Some provinces are also examining their tax regimes with a view to 
enhancing the competitive position of the Canadian mining industry. 


Agriculture and Fishing 


1978 has been a relatively good year for Canadian farmers. Farm cash 
receipts are expected to total some $11.5 billion this year, an increase 
of 13 per cent over the 1977 level. With farm costs about 8 per cent 
higher, 1978 farm net incomes will be substantially higher than in 

1977. Incomes have improved in nearly all major commodity sectors, and 
in particular prices have been sharply higher in the livestock sector. 
Agricultural employment this year has been 1.3 per cent above the 1977 
level. 


This year's sharp increases in cash receipts and farm incomes are 
unlikely to be repeated in either 1979 or the following two years, 
although some growth is foreseen. In particular, beef prices should 
continue to rise, although somewhat less quickly than in 1978, as beef 
‘remains in relatively short supply into the early 1980s. 
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This year the government has been discussing with the provinces ways of 
implementing the Agricultural Development Strategy which forms a major 
part of the paper A Food Strategy for Canada, published in the summer 

of 1977. The discussions have focussed mainly on the harmonization of 
federal and provincial commodity stabilization programs. Variations in 
the levels of support from province to province can result in inefficient 
patterns of production, and the desirability of harmonization has been 
widely recognized. The federal government has now proposed to amend its 
own programs so as to give greater long-term support for a number of 
major commodities, provided the provinces agree to phase out their programs. 
The proposal has been accepted, in principle, by most of the provinces, 
and discussions are continuing. 


The profitability of Canada's fishing industry, and levels of incomes of 
fishermen, are strongly dependent on the state of the fish stocks. In 
1974 and 1975, the steady decline in catches resulting from overfishing, 
the decline in market prices, and unusually high operating costs resulted 
in heavy industry losses and depressed incomes. Since 1976, the upward 
trend in market prices, the depreciation in the Canadian dollar, and 
steady resource improvements have all contributed to a profitable fishing 
industry and increases in fishermen's incomes. 


The extension of fisheries jurisdiction from 12 to 200 miles has laid the 
foundation for stock recovery and exploitation of these stocks by the 
Canadian fishery industry to gain their full economic potential. With 
effective offshore management programs and steady increases in the resource 
stocks, the economic benefits of the 200-mile limit are expected to be 
greatest on the East Coast. On the West Coast, substantial economic 
benefits are expected from a long-term federal investment program, developed 
in co-operation with the B.C. government and designed to more than double 
the annual production of Pacific salmonids. In total, it is expected 

that Canada's potential exports of fish products (which account for about 
two-thirds of our total production) could double between now and 1985. 


Tourism 


The tourism industry is an important part of the economies of all regions. 
Because of this, the industry's poor performance in recent years has 
generated concern. The relatively weak performance of the industry 
resulted from a sharp decline in the number of travellers to Canada - 

12 per cent between 1973 and 1976. Over the same period, the number of 
Canadians travelling abroad increased significantly. These developments 
were also reflected in the widening of Canada's travel deficit which 
increased from less than $300 million prior to 1975 to $1.2 billion in 
19:76,cand: Sds.c.abibld.on, ciny WORT > 


The available evidence indicates that the rapid growth in the travel 
deficit was due for the most part to cyclical and price factors. The 
slow growth in the world economy resulted in a relatively slow growth 
of disposable incomes and consumption expenditures abroad. At the same 
time, travel-related costs and prices in Canada increased significantly 
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faster than did comparable prices abroad, thus undermining the competi- 
tiveness of the domestic tourist industry. In response to these price 
developments and the high value of the dollar between 1974 and 1976, 
foreign visitors were discouraged from travelling to Canada while 
Canadians found foreign destinations increasingly attractive. 


Developments during the last two years have been more encouraging. 
Although the travel deficit widened further in 1977, the available 
evidence indicates that there was an improvement in the travel balance 
in constant prices with the U.S. This reflected both an increase in 
receipts and a much smaller increase in payments (in constant dollars) 
than in previous years. Two-thirds of the increase in the overall 
deficit on travel since 1974 resulted from the swing in the bilateral 
account with the U.S. 


Available data for the first nine months of 1978 also show encouraging 
Signs of improvement as the number of visitors from countries other 
than the U.S. increased by 18 per cent compared to the corresponding 
period of the preceding year. The number of visitors from the U.S. 
continued to decline but the decline was smaller than for any year 
since 1974. This continued decline may reflect uncertainty as to the 
strength of the U.S. recovery. On the other hand, the number of 
Canadians travelling abroad declined by 1.1 per cent, compared to 
average increases of 9.1] per cent in 1975-1976 and 5.7 per cent in 
1977. 


These developments indicate that the depreciation of the Canadian 
dollar which began in November 1976, is having an impact on the number 
of travellers to and from Canada. Over the medium term, the deprecia- 
tion of the exchange rate coupled with a continued reduction in Canada's 
underlying rate of inflation will contribute significantly to improving 
the competitiveness and the performance of the Canadian tourist industry. 


Measures aimed specifically at improving the competitiveness of the 
Canadian tourist industry can also be expected to contribute signifi- 
cantly to an improved performance over the medium term. In particular, 
the suspension of the sales tax on hotel rooms in Quebec and Ontario 
and measures to introduce or increase tip differentials in setting 
minimum wage levels in the same two provinces have improved the com- 
petitive position of the domestic tourist industry. Other measures 
include the promotion of attractive travel packages, for both Canadian 
and non-resident travellers. 
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POLICY IMPLICATIONS 


In developing the medium-term recovery track, it was clear that policy 
actions by both federal and provincial governments would be required to 
help initiate the recovery and to create an environment which would 
sustain it. It was clear also that a wide range of policy instruments 
would have to be applied in a co-operative and mutually-reinforcing 
manner. This was seen to be needed to bring about a measured, non- 
inflationary expansion of effective demand. Governments acting in 
concert could also help in containing cost pressures in the economy, not 
only by making adjustments in taxation but also by maintaining a fair 
and equitable restraint in public sector incomes and prices. 


At the same time, there has been increasing recognition of the importance 
of change and development in the overall structure of the Canadian 
economy, and of the need for government policies to facilitate structural 
change particularly over medium and longer-term periods. Structural 
policies in turn have been described as falling broadly within two 
frequently overlapping categories. First, there are those relating to 
the general framework affecting all or most sectors, including such 

areas as taxation, capital investment and capital markets, labour supply 
and the functioning of the labour market, energy supply and pricing, 
support for research and development, the tariff and international 
trading relationships, and the broad range of public regulation for 
myriad purposes. A second category is described as sector-specific, 
where public policy is directed at the particular circumstances obtaining 
in a very specific industrial sub-sector - for example, federal initia- 
tives as regards the air-frame industry or the appliance industry in 
Canada. 


At the broadest level of economic policy, a central proposition underlying 
the medium-term economic objectives was that the growth in output and 
employment over the medium term should come to the largest extent possible 
from growth in the private sector. The key to achieving the needed 
private sector growth over the medium term was a sustained reduction in 
the rate of inflation. It was recognized, however, that because of the 
under-utilization of existing capital, continued substantial fiscal 
stimulus would be needed in the early stages of the recovery. This in 
turn would involve some increase in the size of government deficits. 

With improvement in the rate of growth, and declining inflation, the 
degree of needed stimulus would be reduced, and the size of government 
deficits in relation to gross national product would decline over the 
medium term. 


The flexibility available to the federal government to provide substan- 
tial fiscal stimulus has been reduced by the growth in its deficit in 
recent years. As was discussed earlier, the deficit of the federal 
government had risen to 3.5 per cent of GNP in 1977 compared to only 
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1.0 per cent in 1961. Part of the increase in the federal deficit was a 
reflection of slower revenue growth and higher growth for some expendi- 
ture categories as a result of the slow growth of the economy. A signi- 
ficant part was the result of continuous fiscal action initiated as 

early as 1974 to moderate the downturn in economic activity. With the 
further budget initiatives taken by the federal government since February, 
the deficit of the federal government is expected to rise as a percentage 
of GNP in 1978 but to decline in 1979. The provincial/local/hospital 
sector was proportionately much larger in relation to GNP and total 
public spending than it was in 1961, yet at the same time it was adding 
considerably less stimulus to the economy in 1977 than it had in 1961. 
Despite its more limited relative size in the public sector and more 
constrained leverage, the federal sector was nevertheless carrying a 
larger share of responsibility for sustaining growth in total demand. 


Initiatives aimed at reducing inflationary pressures and providing 
short-term stimulus were introduced by a number of provinces in budgets 
earlier this year. In April, the federal and provincial governments 
acted together to reduce the provincial retail sales tax. These temporary 
reductions have now expired in a number of provinces but remain in place 
for longer periods in three provinces. In the November federal budget 
the manufacturers' sales tax was reduced from 12 per cent to 9 per cent. 
Both measures were designed to directly reduce inflationary pressures in 
the economy, while at the same time providing stimulus to growth in 
consumption expenditures, output and employment. Additional support to 
the achievement of reduced inflationary pressures was also provided by 
the cut in the special tax on gasoline last August, the reduction in 
unemployment insurance premiums and the increased employment expense 
deduction announced in the November budget. The proposed postponement 
of oil and gas price increases scheduled for January 1 would also help 
reduce inflationary pressures. 


In line with the objective of supporting private sector growth, both 
federal and provincial levels of government have moved to restrain the 
growth of public expenditures. At the federal level this process began 
with the introduction of the Anti-Inflation Program and was continued 
with the budget last April and the expenditure restraint program announced 
by the Prime Minister on August 1. These reductions will ensure that 

the growth in federal expenditures remains considerably below the growth 
in GNP. This was the case for the previous two years 1976-1977 and 
1977-1978. 


Governments can do much to assist in the achievement of lower inflation 
rates but they alone cannot ensure success. To help in the transition 

to the post-controls period the Economic Council was asked by the February 
Conference to assume responsibility for analyzing price and cost develop- 
ments for a limited period. This responsibility now rests with the 
Centre for the Study of Inflation and Productivity. The Centre has 
recently published its first reports and will be continuing to monitor 
price and cost developments in the economy. As well, the February 
Conference agreed on the general principle that growth in public sector 
compensation should not get out of line with compensation increases in 
_the private sector. The recent introduction of Bill C-22 represents a 
commitment by the federal government to achieve this objective. 
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The policy of the Bank of Canada has for some time been aimed at gradually 
reducing the rate of inflation. Since 1975 the Bank has been setting 
explicit money growth targets, gradually lowering them over time, and 
keeping the rate of growth of the money supply within the target bands. 
Such a policy is necessary to ensure a continuing decline in the under- 
lying rate of inflation and a restoration of price and wage stability in 
the longer term. 


As regards the structural policy front, the division of responsibility 

and jurisdiction between the federal and provincial levels is immensely 
complicated, and interrelationships are unavoidably close and intimate. 

It can be seen that governments will have to work together to ensure 

that existing and proposed framework and sector-specific policies contribute, 
within their objectives, to the achievement of the broad aggregate 

economic objectives of the economy. Framework and sector-specific 

policies should improve the efficiency of the economic system and permit 

the private sector to respond to changes in its competitive environment. 


A number of structural initiatives have been undertaken by the federal 
government. These will support the modernization and the expansion of 
plant capacity. Many of these initiatives are in response to the work 
of the 23 industry task forces which were established after the meeting 
of First Ministers last February. In the April and November budgets 
structural measures were introduced to support research and development. 
Initiatives were also taken in both budgets to increase and broaden the 
investment incentives to many industries, particularly the manufac- 
turing, resource and primary goods industries. As well, as part of the 
expenditure restraint and reallocation program begun last August, the 
federal government provided funds to expand industrial support programs 
aimed at assisting industries to develop new technologies and markets. 


Important steps have also been taken to ensure that the unemployment 
insurance system does not provide disincentives to work. As well manpower 
training programs are being restructured to ensure that training is 
provided in those skills for which there is a demand. 


Continued progress in developing the structural policies that are necessary 
to support the medium-term recovery is seen as a major objective of 
continuing federal-provincial consultation across a very broad front. 

It will obviously require co-operation among all levels of government 

and the continued active participation and support of business and 

labour and other economic interest groups. 
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COMMUNIQUE OF THE FEDERAL/PROVINCIAL CONFERENCE OF TOURISM MINISTERS 


Ministers of Tourism met on November 10th in Ottawa to exchange views 
on the current status of the Canadian Tourism Industry and to consult 
on a number of initiatives to enhance its qrowth and competitiveness. 
The meeting, in fact, had two purposes. It served as the 33rd Annual 
Federal/Provincial Conference on Tourism; it also constituted a follow- 
up to the meeting of Federal, Provincial and Territorial Ministers 
responsible for tourism held on January 31, 1978 and the subsequent 
consideration of tourism during the discussions of First Ministers on 


the Canadian economy in February. 


Ministers accepted as tabled reports from the standing committees of 
the Federal/Provincial Conference namely the report of the Chairman 
Canadian Havel Film Committee, the report of the Chairman, Tourism 
Research Planning Committee, the report of the Chairman of the National 
Advisory eal TEee on Manpower, Education and Training in the 
accommodation, food and beverage services sector as well as a separate 


report on the Travel Information System Project. 


Ministers received from Statistics Canada report on tourism flows 

both in and out of Canada for the first nine months of 1978 as well 

as estimates on the tourism balance of payments picture for the calendar 
year. Trends were encouraging. Visits from overseas countries were 
increasing with notable qains in 1978 over 1977. The decline in 

United States visitors to Canada, very apparent in the last 3-4 

years, appeared to be levellina off; travel by Canadians to the United 
States had declined in 1978 over the same period in 1977, a notable 
reversal to the increases observed in 1976 and 1977. Travel by 
Canadians to overseas countries while still increasing in 1978, compared 
with a similar period in 1977, appeared to be abating in rate of growth. 
The tourism balance of payments deficit for 1978 was forecasted to be 


approximately the same or only slightly higher than in 1977. 


ga 


Ministers had two major subjects for consideration. One was to 
examine the findings and recommendations of the Tourism Industry 
Consultative Task Force (TICTF Report). The second was the ac 
of national transportation policy on tourism. The role of the 
Tourism Industry Association of Canada (TIAC) and its interface 


with governments was also discussed. 


Provincial and Territorial Ministers deplored the absence of the 
Federal Minister of Transport from the Conference in view of the 
importance of transportation to tourism and their views that 

recent policy positions indicated by the Ministry of Transport were 
in conflict with TICTF recommendations. Ministers noted the 
suggestion of the Federal Minister of Transport that there be a 
meeting on November 22nd and accepted the date though it remained 
to be seen how many could, in fact, attend. Ministers expressed 
concern that a single meeting so close to the First Ministers' 
Conference on the economy would not suffice to resolve perceived 


issues. 


In discussing the TICTF report, Ministers took note of a federal 
document "Report on Tourism" prepared as a progress report on 
developments since the February meeting of the First Ministers on 


the economy. This document is attached. 


Ministers also took account of a federal publication Action for 
Industrial Growth - A First Response which set out the undertakings 

of the Federal Government in responding to the TICTF report. It was 
understood that this was a first response and that further action could 
be anticipated. Provincial/Territorial tourism Ministers indicated 
that they were completing their own first responses. Agreement was 
reached that officials should reconvene in 90 days to review progress 


made, before Ministers themselves met again. 
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Tourism Ministers noted that the report entitled A Report by the Second 
Tier Committee on Policies to Improve Canadian Competitiveness which 
examined the findinas and recommendations of all twenty-three industry 
sector task forces, did not deal directly with tourism. Therefore, 
Ministers agreed that the importance of the tourism industry in Canada's 
economy in terms of employment (some 900,000 direct and indirect jobs), | 
income (an estimated 10 billion dollars), regional development, 

taxation (an estimated 5 billion dollars), proportion of GNP (5 per cent) 
and the balance of payments (2 billion dollars of foreign exchange 


earnings) should be re-emphasized to First Ministers. 


The Conference considered seven resolutions from the Provincial/Territorial 


Conference of the day previous. 


In the seven resolutions forwarded to the Conference of First Ministers: 

i) Provinces and Territories strongly supported the recommendation 
of TICTF that the 12 per cent tax be eliminated by the 
Government of Canada on all government and industry printed 
tourism literature which promotes or stimulates travel into or 
within Canada, but that the Government of Canada retain such tax 
on all materials promoting tourism travel from Canada to points 
outside the nation. The Federal Minister noted that this 
resolution had already been referred to the Federal Department of 

| Finance with the request that the Minister of Finance respond to 

it in the context of his budaqet. Mr. Horner agreed to convey the 


resolution to the Federal Minister of Finance again. 


ii) Ministers, recoqnizina the need for effective and efficient 
"communications" to sell travel both to and within Canada and 
noting with concern the increasing costs of providing and 
distributing literature in the face of decreasina budgets, urqed 
an investigation of alternative means to provide for effective 
literature distribution and favoured the establishment of a low 


uniform postal rate for mailing of publications supportive of travel 


../4 


both to and within Canada. The Chairman agreed that the concerns 
of Ministers in this area would be brought to the attention of 


the Federal Post Master General. 


iii) Ministers supported the establishment of regional information 
systems whose primary users would be first the consumer, and 
secondly, the trade in both Canadian.and American markets. The 
Chairman noted that the CGOT would be implementing a pilot project 
with the trade and would collaborate with the Atlantic Provinces 
on a pilot regional project directed to the consumer subject to 


clarification of the costs involved. 


iv) Ministers requested immediate decentralization of existing 
services and programs by CGOT to its reaional offices to allow 
greater autonomy and flexibility of marketing and industry development 
programs to more effectively reflect regional priorities and 
Strategies. The Chairman responded to indicate that this was the 


intention of CGOT as time, and as resources permitted. 


v) While noting the need for: 
a. the elaboration and maintenance of a national tourism plan; 
b. the definition of the respective roles in tourism of governments 
at all levels in Canada; 
c. mechanisms for continuing consultation and coordination 
amongst governments and industry; and 


d. the establishment of a firm data base for the tourism industry. 


Provincial and Territorial Ministers acknowledaed the priorities as 
defined and supported them in principle but identified as a pre-requisite 
to the establishment of a national tourism plan the definition of roles 


between the two levels of government and the role of TIAC. 


In regard to the roles of governments, the meeting agreed to establish 
a working group of Federal, Provincial and Territorial deputy heads 
concerned with tourism to develop a proposal for referral to Ministers 


at the Federal/Provincial Conference on Tourism in 1979. The meeting 
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agreed that the division of responsibilities in industry development 
and tourism marketing and the inter-relationships and objectives of 
federal and provincial advertising in markets abroad would be 


reviewed in this context. 


In so far as the role of TIAC was concerned, 


Federal, Provincial and Territorial Ministers agreed that TIAC could 
become a mechanism for consultation and coordination representative of 
the industry for the planning and implementation of Canadian strategies 
for the marketing and development of tourism. However, it was to be 
further understood that TIAC was not to be the sole interlocutor with 


provinces and territories for provincial and territorial strateqies. 


They further proposed that TIAC would represent aalytthe interests of 
the industry's private sector with no government membership 5 that t 
would be financed by its own members and operating subsidy provided 

by the Federal Government, with provincial governments subsidizing the 
provincial tourist associations invited to become members of TIAC; and 
that TIAC delegate representatives to a joint committee set up by the 
Canadian Conference of Tourism Officials (CCT0) with such sub-committee 
recommending annually Canadian strategies for marketing and the 


development of the tourist industry. 


vi) It was agreed that a meeting would be convened between provincial 
and territorial Ministers responsible for tourism and the Federal 
Minister of Transport on 22nd of November 1978. It was recognized 
that not all ministers could adjust their commitments to enable 
attendance. It was also agreed in principle that further dereaqulation 
of air travel to and within Canada was desirable. The Chairman 
agreed that this resolution would be passed to the Minister of 
Transport cautioning that the crux was the dearee of further 


derequlation that was practical and practicable. 


vii) It was recommended the Government of Canada reconsider its 


curtailments of Parks Canada budgets which threatened early closure 


annually of historic Fort Louisbourg and other parks programs. 
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The Chairman agreed that this resolution would be referred to the 
President of the Treasury Board and to the Minister of Indian and 
Northern Affairs but noted that the Federal Government was committed 
to budgetary constraints. The meeting further aareed that there 
should be increased input on a regional or provincial basis into 
Parks Canada policy. in general and the use of national parks for 
tourism in particular. 


The full text of these seven resolutions is attached. 


Ministers agreed that issues warranting further study were taxation, 
labour legislation, transportation, environmental reaulations, procedures 
for tourism facilities development, marketing and industry development 
as noted in the Report on Tourism. They reiterated their intention 


to resume discussion on these issues when they next meet. Draft ends. 


Reference to the two documents referred to in the above noted 
communiqué as being attached were tabled at the Federal/Provincial 
Conference on November 10th and are presumed as being already available 


to provincial delegations. 
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COMMUNIQUE 


BY MINISTERS OF TRADE AND INDUSTRY 


Ministers of Industry met on November 7, 1978, to 
review Thescurrent tndustrrak performance inthe Aaght-of policy 
initiatives taken since February and to identify a number of 
further initiatives to enchance industrial growth and 
competitiveness. “Ministers reached agreement on a number of 


substantive issues relating to the industrial economy. 


Ministers first reviewed the current performance and 
prospects facing the industrial sector. It was agreed that, 
although a number of very fundamental problems remain, the 
sector has achieved encouraging results during the past year. 
It was noted that the manufacturing sector in the past year has 
achieved sionie icant growth vin output, employment,..value of 


shipments, and exports. 


Ministers reviewed the commitments made in the First 
Ministers' meeting in February 1978, and agreed that the 
government response to these commitments had been a positive 
Peicr in achieving better industrial performance. It was noted 
that federal and provincial governments had placed high priority 


on fiscal responsibility and expenditure restraint in line with 


the First Ministers' commitment to reduce the role of govern- 
ment and let the private sector provide the engine for economic 


growth. 


Ministers complimented the First and Second Tier 
Task Forces for recommendations whose implementation will 
improve our industrial economy. Federal and some Provincial 
Ministers on behalf of their governments tabled initial 
responses to the individual industry sector task force recommen— 
dations. Industry Ministers directed their Deputies to hold 
intergovernmental consultations by the end of January with a 
view to reviewing the responses to that date and to developing 
an effective mechanism to ensure government response to all 
the recommendations. This will be followed by a ministerial 


meeting. 


Ministers considered the recommendations of the Second 
Teir Committee of the industry sector consultations exercise. 
This Committee of twelve representatives of industry, labour 
and academia has examined the findings and recommendations of 
the twenty-three Industry Sector Task Forces and presented their 


report to Industry Ministers on October 23. 


Ministers expressed concern that the Second Tier 
Committee did not address fully the problems and opportunities 
of Small Business, many of which had been raised in the Sector 


Studies. It was agreed that such concerns as the shortage of 


debt and equity capital, regional disadvantage, procurement 
policies, competition policy, de-regulation, taxation and 
other matters related to small- and medium-sized business 
should result in early action by all governments. The 
momentum achieved to date in enhancing the position of small 


business must not be lost. 


The Second Tier Committee stated that the most important 
recommendation to come out of the industry consultative exercise 
was the requirement for an economic policy that places a high 
priority on economic growth. Industry Ministers recall that 
First Ministers in February of this year recognized this. 
Industry Ministers are of the view that the increase in govern- 
ment support for industry represents an opportunity that must 
be fully taken advantage of by investors and entrepreneurs. 
Tnuustry Ministers also recognize their respective governments 
must still Gonstder*othér initiatives” to improve the business 
Pinkie in Canada to provide further support to the private 


sector without ‘further contributing’ to inflationary forces. 


The Committee observed that manufacturing plays 
a key role in the achievement of regional development goals. 
The Ministers concurred that the long-run goal should be to 
increase the production of manufactured goods for both export 
and domestic consumption because of the positive impact this 


would have on Canadian jobs. 


Industry Ministers welcomed the Committee's findings 
that there were a large number of issues relevant to the 
development of industry in Canada that business and labour 
members found they could agree on. Ministers were pleased 
to note the recognition by the Committee that public policy 
decision-making must remain in the hands of governments and 
that a consultative mechanism as such could not share this 
responsibility. To assist this process, however, the Committee 
recommends that consultations on specific issues be an on-going 
process. Industry Ministers agreed that a continuation of a 


consultative process is essential. 


The Second Tier Committee made a number of specific 
recommendations to Industry Ministers based on the twenty-three 
sector Task Force reports. These recommendations are the 
subject of analysis and consultation between governments and 
as a result, Industry Ministers have decided to forward a number 
of agreed positions to their colleagues and to the First Ministers for 
their meeting on November 27. These relate to the following 
issues identified by the Second Tier Committee: government 
regulations, trade and the multilateral trade negotiations, 
manpower policies and labour relations, taxation, research and 
development, regional development, public procurement and 


fational 1 zation. 


~—™ 


With regard to the recommendations of the Second Tier 
Industry-Labour Committee concerning regulatory activity of 
governments, Industry Ministers note that the Economic Council 
6t Canada, Has, been mandated. to study this matter by the PLESt 
Ministers. In addition, Industry Ministers agreed to recommend 
to their colleagues and First Ministers that all governments conduct 
a review of key regulatory activity. They agreed to consider the 
feasibility of undertaking and making publicly available benefit/ 
cost analyses before amplementing major new social regulations. einhey 
should take Bare to ensure that appropriate social benefits are 
reflected in that analysis. They agreed to consult collectively 
COmECUOVe. Overs ap between aleve sao Government asmanner that is 


Coles tent with there respective. jMuisdietional authoraty. 


With respect to trade, the Ministers eae transmitted 
the Committee's views to Canada's MIN negotiators so, they +can 
be taken into full account. The Ministers agreed that, in 
preparation for the trading environment of the 1980's, certain 
oe ache Pe nse recommendations should be acted upon 5 aeeeon: 
as possible. ae cee greater encouragement should be 
given, to the. formation of consortia to facilitate the ability 
Gty Canadian ta rise tou caps.talize* on export opportunities: 
Particular efforts should be made to draw consortia members 


from small- and medium-sized businesses and from less developed 


regions of the country.. The Federal Government will also take 


steps to ensure the expeditious application of safeguard 


procedures including anti-dumping and countervail procedures. 


Ministers noted that the Federal Government had 
announced certain measures to assist individual workers and 
firms to adjust to both the opportunities and challenges of 
the trading environment of the 1980's, including those resulting 
from the MIN. Other measures concerning specific industrial 
sectors have been announced over the past year by provincial 
governments. Others are on thé way in several provinces. Ministers 
agreed. that a co-ordinated federal-provincial industrial adiuctS 
ment policy was required and undertook to participate in the 
development of such a policy. Ministers also agreed that an 
advisory committee On? ExXperk Promotion, Compr isiG representatives 
of the Federal’ and Provincial Governments and of the private 
sector, should be established at an early date to assess 
government activity to promote exports and to propose possible 


alternative policies or programs. 


Industry Ministers agreed to Saree to their Lane 
Minister colleagues the Committee's recommendations that: training 
funds be reallocated to provide greater emphasis to job-oriented 
institutional and on-the-job training including altering wages or 
training allowances to encourage Byes sitet iee Stop means be explored 
to encourage greater private sector participation in, and the 
funding of, manpower training; the development of labo market 
policy be assisted by labour and industry with particule ge | 
use being made of industry labour task forces to address 
the requirements of ihdstries where manpower resources are _ 


inadequate. These steps should take into account ~ 


% a—~ i a 


“Ss 


provincial situations. Industry Ministers generally supported 


these proposals and recommend their consideration by 


their colleagues and the First Ministers. 


The Second Tier Bonnin urged provincial governments 
to harmonize labour legislation, eae programs and certifica- 
lon eeEIciices,  “ImMmdustryeMinisters indicated their willingness 
Co participate in an interprovincial task force of Labour 
and Industry Ministers to prepare proposals for 
harmonization of labour market practices and legislation for 
consaderation by First, Ministers in 1979. Industry Ministers 
warmly welcomed the Committee's eS ore cea en a private 
See ar task force to study a wide range of labour relations 


issues and keenly await their report. 


Concerning the tax measures proposed by the Committee, 
Industry Ministers have forwarded these to Finance hee Stone BOT 
consideration in forthcoming budgets and have urged that priority 
be given to measures that would most directly improve the compe- 
Pies strength of Canadian manufacturing. They agreed with the 
Committee that the taxes imposed on corporate revenues by 


different countries are as crucial to the competitive capability 


Hote thertr firms, as.other cost 1tems,and should be viewed..in,that 


hac. 


jar teats Ministers concur with the recommendations 
that a significant increase in the percentage of national 
resources; directed ‘tog ingustpral Réb and the veneiree innova save 
process take place in both the public and private sectors. 
Very substantial increases in R&D in the private sector are 
required in particular... They noted that the Federal Minister 
of State for Science and Technology would be meeting the next 
day with his counterparts from the provinces to discuss 
industrial R&D in detail and would be submitting a report to 
First Ministers. Industry Ministers are also examining 


existing support for industrial R&D and the innovative process. 


Industry Ministers agreed to recommend that: an 
expanded definition of R&D inclusive of the innovative process 
should be adopted for assistance programs; a special effort 
needs. to be made to assure a higher Canadian share of the R&D 
activity of foreign-based companies; and there be sufficient 
minimum life of programs to Hie hs a long-term commitment to 


Rev activa ty. 


Discussions also encompassed the Second Tier Committee's 
recommendations on energy. Industry Ministers share the 
Committee's concern that energy prices be competitive with those 


in the United States in order not ,to put Canadian manufacturers 


at a cost disadvantage. Industry Ministers agreed that 
transportation policy be devised in a manner supportive 

of industrial and regional development. Ministers agreed 

Rath the Committee that the manufacturing sector has a Beinn: 
role to play’ in-allevidting ithevpatkern sof regbend: disparities 


“in Canada: 


Concerningr tie suservorepubl Tre sector procurement for 
industrial development, Industry Ministers agreed to recommend 
(eon ny acee pinas eS the establishment of a federal-provincial 
working group of interested Ministries. The group would assess 
the potential for co-operation ee ee ee in using procure- 
ment practices for industrial and regional Bhs Sater oaee including the 
Cyae ete ews, Te ate to standardize and co-ordinate purchasing 
design and specifications and would take into account any 
conclusions which sie ne be ene by Science Ministers in 
ye discussions about how procurement can stimulate 
en eee ReDPCUVThis working ene would report to Industry 


Ministers and First Ministers ar mid—19'79.. 


Ministers agreed that major new industrial projects being 


planned should provide growth opportunities specifically for Canadian 
industry. To this end, they agreed to recommend to their colleagues 
that a task force of labour, industry and federal and provincial 
governments ~“ established to consider industrial and regional benefits 
from major Canadian eect ee The. task force's recommendations to 


federal and provincial governments, which would help to guide policy 


program decisions, would be presented by April 1979. 


Industry Ministers discussed the Committee's 
findings on the question of rationalization. Their view was 
that the overall economic and taxation environment was the 
principal influence on rationalization. They also emphasized 
that rationalization must not take place in. a manner detrimental 
Lo regional development efforts. They agreed with the Committee that 
any competition legislation must be designed so as to encourage 
yationa lees on while protecting public interest from market 
abuse. They agreed that facilities are needed to assist smaller 
firms to develop joint services and to permit governments to 
participate in assisting the rationalization process in certain 
circumstances. Adjustment assistance programs are being studied 
by both levels of government to assist industries, regions and communities 
affected by rationalization. 

Ministers considered the issue of industrial adjustment 
in Canada in the 1980's. It was agreed that a.co-operative 
and co-ordinated approach was required to handle anticipated 
problems, particularly those of a regional nature. Ministers noted 
that the l'ederal Government had recently made Significant changes 
in its industrial incentive and Manpower programs, and that other 
changes are in process. Considering that substantial efforts are 
required, Ministers indicated that they would review the adequacy 


of these measures and other initiatives that might be implemented. 
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Agenda Item 1(b): Labour Market and Employment Issues 


1. Recent Labour Market Initiatives 


‘Since the last First Ministers’ Conference, a number of major 
Steps have been taken to improve the working of the labour market and 
to enhance opportunities for employment particularly among young 
people and in those areas where finding a job is most difficult. 

The passing of Bill C-27 provided the basis for using 
Unemployment Insurance funds in an imaginative and productive way 
and, in accordance with commitments made at the First Ministers' 
Conference, we have pursued this approach with considerable vigour. 

Specifically, I would mention: 

(i) the use of UI funds to finance institutional 

| training programs is now fully implemented; 

Gi) the 22 work sharing agreements, 15 of which 

have been completed; (The evaluation of the 
program is well underway and we will be 
discussing our Findings with you as they 
become available. ) 

(iii) discussions with the provinces on an 

experimental approach of merging the UI with 
Direct Job Creation; (We look forward to the 
implementation of one significant experimental 


project in each province in the coming year. ) 


ee 


(iv) 


provision for the linkage of UI with the Job 
Experience Training Program which will be 
carried out on a significant scale in the 
coming year; 

we further agreed at the First Ministers' 
Conference that immediate and high priority 
would be given to strengthening manpower 


training programs and placement programs. 


I am pleased to be able to report that the Canada Employment 


and Immigration Commission has made considerable progress both with 


respect to these commitments and the recommendations of the 23 Sectoral 


Task Forces which were also established pursuant to the conference. 


I would like to single out a few of the more important 


programs and the progress we have made. 


(i) 


(ii) 


We have now signed training agreements with 
nine provinces. These will form the framework 
within which we will concentrate our training 
programs more directly and effectively on the 
meeting of critical skill shortages. 

In strengthening its placement services, the 
CEIC is giving high priority to establishing 

a computerized National Job Bank to link major 
Canada Employment Centres in order to better 


match the labour demand and supply. 


mass 


) 


J 
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(iii) The computerized career information system 


(CHOICES) which allows the Commission's clients 
to explore Aan hare tye up-to-date occupational 
data is being expanded with implementation 
planned for 50 main centres across Canada in 
1979-80. The Commission also plans to make 
CHOICES available to provinces for use in the 


school system. 


You will be aware of the new, expanded and reoriented Employment 


Strategy for 1979-80. The main features can be summarized as follows: 


(i) 


(44) 


(i791) 


(iv) 


(v) 


streamlined Employment Tax Credit Program, 

to lower the cost of labour for new jobs; 
expanded industrial training program, including 
a specific element to help dnaragans overcome 
critical trade skill shortages; 

expanded Job Experience Training program, to 
encourage employers to provide a "first job" to 
school leavers; 

expanded youth employment programs, to supplement 
the preceding; 

expanded programs for disadvantaged communities 
and people, to foster self-initiative through 
the new Local Economic Development Assistance 


and the Local Employment Assistance programs ; 


../4 


(vi) continued Economic Growth component of the 
Canada Works direct job creation program, to 
foster regional/local development opportunities; 
and conmunity-based Canada Works program, more 
focussed on reducing the impact in communities 
hardest hit by unemployment; 

(vii) in addition, the Employment Strategy provides 

| for new measures to deal with industrial change 
and development, including portable wage. 
subsidies, and a more strategically directed 
mobility assistance program. 

In all, the strategy is budgeted at $710 million in 1979-80, 
to create 1137000 work or training years, involving some 368,000 people. 
The $710 million will consist of $570 million in cash expenditures, 
$100 million in foregone tax revenue, and $40 million in Unemployment 
Insurance funds used for Job Experience Training. 

I would like to make a special plea to the provincial 
authorities to lend their full support in making the Employment 
Strategy a success. In particular, I potatoe their co-operation 
in ensuring the maximum take-up of the Employment Tax Credit and the 
Job Experience Training programs. Provincial departments can add 
immeasurably to the success of these programs by contacting employers, 
explaining the programs, and seeking full employer co-operation. In 
addition, it will be important for the provinces to exempt UI-financed 
JET projects from their minimum wage rules, or the success of this 


program may be put in jeopardy. 


my as, 


4 


j 
C1 
i 


Bearing in mind the desirability of having a balanced Employment 
Strategy which is Ais eee ee flexible to meet the needs of different 
provinces and to help mitigate the impact of expenditure restraint on 
the areas of highest unemployment, I put forward to my pee ictal 
counterparts at our October meeting the suggestion that we concentrate 
Canada Works projects even more than in the past in the highest 
unemployment areas. 

I was pleased at the positive reaction of provincial ministers 
to this approach and I would hope that it will receive the support of 
first ministers at this conference. 

Specifically, I am proposing that we change the method of 
allocating Canada Works funds. In essence, the proposals woule involve 
a re-direction of funds from areas of low unemployment to areas of high 
unemployment through the use of, among other things, a higher labour 
Surplus trigger. 

In dee to ensure that the areas of high native unemployment 
are fully protected, even when they occur in areas of generally low 
unemployment, a proportion of funds for natives consistent with their 
past share would be. set aside before the general allocation of parade 
Works funds. 

I would not want to complete this account of our recent efforts 
to improve the operation of the labour market without a mention of the 
recent UI amendments. 

In selecting the particular UI amendments which I introduced 
in Parliament, I was very conscious of the many representations I had 
received from al] across tha- country and from a wide variety of groups 


and individuals about the negative effects of UI on the labour market. 


Rig hain 


I therefore deliberately set out to select those amendments which would 
achieve the most by way of decreasing disincentives to work and creating 
more stable patterns of work in our labour market. 

After my September announcement, there were many expressions of 
concern on the formulation of some of the specific proposals I had made. 
I was particularly sensitive to the importance of the points made by 
representatives of the highest unemployment areas. The original 
formulation of some of the amendments might have had an undesirably 
severe impact in those areas. I therefore undertook to modify the 
design characteristics of the higher entrance requirements for new 
entrants and repeaters and to exempt entirely the highest unemployment 
areas from the application of the repeater provision. 

I am also aware that concern has been expressed that the 
proposed amendments are discriminating against women. I want to take 
this opportunity of stressing that this is not the case. In 
proportional terms, the overall percentage dollar impact on men and 
women is almost identical: 19.8% for men and 20.1% for women. I might 
add in this general connection that some of the alternative amendments, 
which have been put forward as substitutes for our proposals (e.g. the 
lower benefit rate for claimants without dependents) would have a greater 
proportional effect on women than on men. | 

I am convinced that the vast majority of Canadians support the 
rationale and philosophy underlying the Unemployment Insurance amendments 
and would agree it would be preferable to allocate the resources to more 
positive purposes particularly to the creation of additional employment 


opportunities. 


Aa 
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2. Long Term Labour Market Issues 


I should now like to turn to some of the longer term labour 
market issues. 


The federal responsibility for labour market programs and 


policies is directly related to its responsibility for the management 


of the national economy, its constitutional responsibility to maintain 
inter-regional co-operation and linkages as well as its obligation to 


meet international commitments. Under the constitution, the federal 


- government of course has complete responsibility for Unemployment 


Insurance, although we fully appreciate its interconnection with 
provincial welfare systems. 

The provincial role in the management of the labour market is, 
of course, well established in the area of education, certification, 
the regulation of hours and conditions of work and collective agreements. 
The federal government has responsibility for such matters when they 
fall in areas of federal jurisdiction. 

We have long-established traditions of federal/provincial 
consultations and co-operation which have yielded valuable results. 
Two recent examples are the discussions which have led to the signing 
of training aie immigration agreements with provinces. The process 
of consultation and co-operation must be seen as a two-way street if 
it is to be mutually satisfactory. 

From a federal point of view, we feel it is essential that 
provinces consult with the federal government on those provincial 


programs which impact on federal programs and areas of responsibility. 


../8 


With these thoughts in mind, I would like to propose that over 
the coming months we examine a number of critical issues and projects 
where we could achieve more concerted and effective efforts. 

To put this in a more concrete form, the background paper poses 
twelve questions which in my view deserve serious joint consideration 
in the months ahead. 

The sorts of topics contained in these questions include: 

(i) Can we arrive at a better delineation of relative 
roles and specializations for the federal and 
provincial governments in the labour market area? 

(ii) How far can we co-operate in reducing youth 
unemployment, meeting the problems of workers with 
special needs and implementing affirmative action 
programs? 

(iii) How can we achieve a more effective and co-operative 
approach to developing better labour market 
information, improved skill training strategies 
and improved worker mobility? 

(iv) What are the possibilities for umbrella agreements 
covering a number of program areas and enabling 
the funding of a mix of programs tailored to the 
needs of particular areas? 

(v) Looking further ahead into the 1980's, how can the 
Unemployment Insurance program and other social 
security programs be harmonised more effectively 
and what should be the broad directions for | 
immigration? 


tn] 9 


(vi) Last, but by no means least, how can we set up 
the consultative and co-operative mechanisms needed 
to improve federal/provincial/private sector 
rétaticniies in the aboiir market? 
I look forward to hearing the reaction of provincial representatives 
to this review of labour market issues and to the particular topics I have 
suggested for further consideration. Moreover, I would appreciate receiving 


from the provinces areas which they think might also be profitably examined. 
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COMMUNIQUE ON THE MEETING BETWEEN THE FEDERAL MINISTER OF TRANSPORT AND 
PROVINCIAL/TERRITORIAL TOURISM MINISTERS AT OTTAWA 22 NOVEMBER 1978. 


1. Tourism Ministers met with the Federal Minister of Transport in Ottawa 
on November 22nd to consider the inter-relationships of national 


transportation policy and tourism. 


2. The discussion covered a wide range of topics including various modes 


of travel. 


3. With respect to the air mode, the meeting discussed the desirability of 
further liberalization of domestic and international charter regulations. 
Some provinces expressed their wish that the regulations governing 
domestic charters be more lenient than those governing international 
travel. The Federal Minister responded that it was government policy 
that there would be no difference between the two sets of charter 
regulations, but, in principle, he too favoured more liberalization. 
Ministers noted a proposal by Quebec which supported an Ontario is 
proposal made at the November 10th conference that favoured increased 
deregulation that would enable Canada's tourism industry to benefit 
from more incentive fares. In particular, licensed air carriers 
should offer innovative fares and services: within and to Canada more 
freely and more speedily; Canadians must have opportunities to take 
advantage of such competitive offers to see more of their own 
country. However, in discussion, it became clear that some provin- 
ces insisted on prior consultation before any further regulation or 


deregulation. 


4. Provincial Ministers expressed dissatisfaction with the increase in 
the air transportation tax and the differential in the application 
of that tax between domestic and international travel, because of 
the perceived adverse impact on tourism. They were concerned about 
the prospective increases in the cost of air travel e.g. Air Canada's 
recent application to CTC to increase both unit toll fares and Charter 


Class Canada Fares, and the resultant adverse impact on tourism. 


ey he 


The Federal Minister pointed out that the relevance of the air 
transportation tax and user charges was minimal to the operating 
costs of the major carriers but that general economic forces were 
compelling carriers to seek increased fares for better return on 
investment and to permit of re-equipment to remain combebatsc: 

He further pointed out that the differential on the tax between 
domestic and international flights was offset by higher airport 
charges on international flights but that the goal was to equalize 
the incidence of the tax. Notwithstanding, Provincial Ministers 


expressed the desire to have the air transportation tax eliminated. 


Provincial Ministers expressed concern about the federal user pay 
policy as they perceived it. They were concerned that in applica- 
tion it would not reflect the different needs and circumstances of 
regions of Canada. They requested a clear statement. The Federal 
Minister explained that the policy would be applied flexibly and 
logically but would not apply in situations of remoteness, low 
population density, and would take into account the maturity of 


the regional transportation systems and installations. 


While general satisfaction could be expressed about the services 
provided by Via Rail, there were particular problems with 
Newfoundland, P.E.I., and parts of Nova Scotia where substitute 
services by busses are not subsidized. The Federal Minister said 
the special program for Atlantic Canada includes a special bus 
assistance element and where Newfoundland is concerned Via Rail 
will play a role in bus service operations that are replacing 


rail passenger services. 


The exceptions and flexibility said to be inherent in the user 

pay policy were not seen by Provincial Ministers to apply to 

ferry services in Atlantic Canada. Provincial Ministers expressed 
dissatisfaction about the consequence to CN Marine's fares and 
levels of service resulting from decisions made by M.0.T. as to 


the size of subsidy paid. The Federal Minister pointed out that 


Ey 


at the present time the federal government pays 100% of the opera- 
tional loss of CN Marine and this, in his view, was evidence of 
flexibility in the application of the user pay policy to the 
Atlantic region. He did not, however, rule out future increases 
in fares because of increases in costs. Notwithstanding, the 
provinces of P.E.I. and Newfoundland expressed their wish that in 
the context of the ferry systems being an extension of the Trans 


Canada Highway, fares be eliminated, or, at least not increased. 


Provincial Ministers expressed the view that there was a need for 
better coordination of all government programs impacting on the 

development of the tourism industry. Provincial Ministers expres- 
sed concern over the perceived lack of consistency and co-ordination 
in different federal programs affecting tourism in the various 


regions of Canada. 


They appealed for improved coordination but in particular for prior 


discussion between the two levels of government and the private 
sector as appropriate, where changes in transportation policy and 


practices, which could impact on tourism, were in prospect. The 


Federal Minister indicated he would fully support the provincial 


suggestion that the probable best vehicle for such consultation was 
the existing Federal/Provincial Transportation Committees in the 


various regions of Canada. 


Communiqué ends. 
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| am pleased to open the discussion on this item of the agenda. This is 


the occasion when we can look over the whole range of issues relating to 


our economic prospects, problems and policies. 


We have learned from hard experience that the big levers of economic 
policy - monetary policy and federal fiscal policy - cannot by themselves 
achieve our agreed objectives of a sustained growth of output and employ- 
ment, a reduction of unemployment and a reduction in the rate of inflation. 
In fiscal terms, the provincial governments taken together are now as 

large as the federal government, so they have to share in the task of 
economic management. Moreover, a wide range of structural, industrial 

and regional policies is required, as the agenda for this meeting 
demonstrates. Both levels of government have a contribution to make, 


across a very wide range of issues. 


[t is not only governments which must work together and share responsi- 
bility in the pursuit of our economic objectives. We have worked hard 


to include business and labour in this partnership. 


The February Conference of First Ministers laid down the broad outlines 
of a medium-term economic strategy. We proposed ambitious targets - a 
real growth rate averaging about 5 1/2 per cent per year, employment 
advancing to lower the unemployment rate to about 5 1/2 per cent in 
1981, with inflation reduced to about 3 1/2 per cent by that year. All 
of this was projected within a consistent framework of developments on 


the price-wage front, the components of income and demand growth and the 


external balance. 


Today, it is clear that we have not been able to launch ourselves fully 
on the medium-term recovery path. This year, the growth rate looks at 


best as being only about 4 per cent, and for next year, with widespread 


expectations of a slowing down in the United States, my recent budget 
forecast 4 - 4 1/2 per cent growth. A substantially higher rate of 
expansion would thus be required in 1980 and 1981 to achieve our target 


over the four-year period. 


Such an acceleration of growth has been experienced in previous post-war 
recoveries, and we should not underestimate the expansionary forces that 
are now at work in the Canadian economy. But both realism and the basic 
objective of achieving sustained and stable growth through the next 
decade require some adjustment of our medium-term targets and expecta- 
tions. Essentially, however, this involves only some stretching out of 
the recovery period. [ still believe that the pattern of expansion 
previously outlined provides a useful guide to a medium-term economic 


strategy into the early 1980s. 


Although we have encountered some setbacks this year, I am convinced we 
are getting the fundamentals right. In particular, I think the broad 

consensus reached on economic policy last February - both at the broad 
aggregative level and in more specific situations - was clearly headed 


in the right direction. 


First Ministers agreed in February that the Bank of Canada's policy of 
gradually reducing the growth of the money supply was consistent with 
the objective of bringing the desired growth of output and employment at 


declining rates of inflation. 


There was also agreement that the trend of government expenditure growth 
should be held on average to less than the trend growth in the value of 

the gross national product. There seems little doubt that this goal set 
in February will be collectively achieved. While the process is painful 
and many desirable services are having to be curtailed, I think we will 

end up with more efficiency in government and leave. more room for the 


private sector. 
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The private sector can only take up this room, of course, if Canada is 
competitive, and here too we have made great progress. Wage increases 
have come down from 15 per cent to 6 per cent in the three years of the 
Anti-[nflation Program. The decline in the exchange rate has gone a long 
way to overcome the losses in our competitive position which we incurred 


earlier.. 


We agreed in February that the achievement of our medium-term objective 
is dependent upon sustained reduction in the rate of increase of prices 
and costs. | hold this view even more strongly now. Let.there be no 
misunderstanding on this essential point. If our costs get out of hand 
again, we will not get the growth we need and we will not get the rate 


of unemployment down. 


Our immediate objective is to get through the recent bulge in the consumer 
price index caused by food prices and the decline of the dollar without 
triggering a wave of domestic cost and price increases. If we succeed 

in that, the increase in the CPI should drop back to 6 per cent in the 
course of next year. But I want to emphasize that we cannot stop there. 
We must not relax our determination to keep the rate of inflation coming 


down. 


The Centre for the Study of Inflation and Productivity, set up at the 
request of First Ministers, is now fully operational. On the prices and 
profits side, its report notes that the improved level of profits should 
enable firms to exercise restraint in pricing. On the compensation 
side. the weeport ;confimms the view that post-control settlements are 
showing only a very modest acceleration, despite the recent large 
increases in the cost of living. I want to express my appreciation for 


the responsible attitude of labour and management. 
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private sector settlements. This is in conformity. with the conclusions 
of the February meeting. [t is our intention to proceed with the amend- 
ments to the Public Service Staff Relations Act to give effect to our 
policy of comparability on a total compensation basis. I look forward 
to hearing more about the steps being taken by the provinces in this 


regard. 


| think we should all recognize, however, the pressures there are on 
wages and salaries as a result of recent price increases. It is hard 
for people to understand that they cannot be fully protected against the 
impact of higher food prices and higher prices of other imported goods. 
Real incomes have fallen in 1978, though they are still much higher than 
they were in 1975. | 


The main thrust of my budget was to ease these pressures. - Generous 
indexing, the increase in the employment expense deduction and the cut 
in UIC premiums will mean that employees will receive larger pay cheques 
even at present wage rates. I cut the manufacturers’ sales tax by 3 


points in order’to have a direct impact on the cost of living. 


I would hope that there could be agreement at this conference on the 
deferment of the January | increase in the domestic oil price. This would 


have as large an effect on consumer prices as the sales tax cut. 


I also expect the private sector to pass on the federal sales tax cut to 
consumers, and generally to be as competitive as possible in their 


domestic pricing. 


Employment has risen even more rapidly than was projected in the medium-— 
term strategy. In October, 362,000 more Canadians were at work than a 
year ago. Virtually all of these jobs have been created in the private 


sector, 110,000 in manufacturing alone. But the labour force has also 
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grown rapidly. So unemployment remains much too high. But at least it 
has been stabilized - the October figure of 8.2 per cent was in fact the 


lowest in more than a year. 


It now looks as if exports have risen this year more rapidly than in the 


medium-term projections, and imports have risen less rapidly. While it 


will be difficult to make the same gains next year since the U.S. economy 


is expected to grow more slowly, we have laid the basis for increasing 


our share of markets at home and abroad. 


There was not much increase in real business investment this year, but 
there is now clear evidence that it will pick up in 1979. We could get 


very close to the 5 1/2 per cent growth rate for non-energy investment 


projected in the medium-term strategy. Some of the large energy projects, 
like the gas pipeline, are not moving ahead as early as had been expected, © 


but they can be expected to provide a major stimulus in 1980 and beyond. 


We can claim therefore that we are getting the fundamentals right, and 
that foreign trade and business investment are beginning to emerge as 
the leading forces in the expansion. The growth rate and the growth 
pattern set out in the medium-term recovery path still appear to be 
sound, even though we are unlikely to achieve them as quickly as we had 


hoped. 


This brings me to the question of short-term fiscal stimulus and the 


question of joint federal-provincial approaches in this area. 


1 have been very concerned about slow growth and high unemployment and 
have successively reduced taxes to stimulate the economy. Partly as a 
result of this, the federal government is running very large deficits by 
historical standards while the provincial governments taken together are 
running rather small deficits. Of course there are wide differences in 


provincial situations, because of persistent regional disparities and 
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the very unequal distribution of resource revenues. Alberta has a very 
large surplus and British Columbia and Saskatchewan have small surpluses, 
primarily because of their revenues from oil and gas. The Atlantic 
provinces are much less well off and indeed have very little fiscal 


flexibility. The central provinces occupy an intermediate position. 


Disparity in resource revenues raises very difficult issues. I would 
raise the question of whether the recipient provinces can do more to 
recycle their resource revenues and thereby help other provinces or 
finance major energy projects of national importance. In doing SOneas 
recognize the contribution that Alberta has already made by lending to 


other provincial governments. 


Among those provinces which are still in deficit, there is a desire to 
balance the budget. This is a commendable goal, but the question is 

when it should be achieved. In my view, we all can and should reduce 

our deficits when the economy is growing strongly, but efforts by provincial 
governments to balance their budgets too quickly would be inconsistent 

with the medium-term strategy. I think the provinces must be prepared 

to accept a share of the responsibility for economic performance that is 
commensurate with their fiscal size and their concern for growth, unem- 


ployment and inflation. 


It will not be enough, however, to achieve the right setting of fiscal 
and monetary policy. The medium-term economic strategy requires also 
the development of a wide range of structural policies which require a 
high degree of federal-provincial cooperation. They constitute much of 


the agenda of this conference. 


A number of the measures in my budget were directed at important structural 
problems. We will be discussing mining later, but I would note now that 
there has been extensive discussion with the provinces on mining taxation, 


and | was able to take the lead in improving the situation with the 
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confident expectation that the provinces would be doing their part. We 
have also had useful discussions on the pulp and paper industry, and I 
believe that the enrichment of the investment tax credit and the pollution 
control measures will facilitate the programs being developed by provincial 
governments. These are just some examples. My budget provided further 

tax incentives to investment, to research and development, to regional | 


growth, to transportation and to housing. 


We announced in September our plans for restructuring unemployment 
insurance and we are working hard to improve our direct employment 
programs and our manpower training and mobility programs. This is an 
area where provincial jurisdiction is extensive and provincial policy is 
therefore of critical importance. I believe there is a need to adapt 
our whole system of education and manpower training to meet the needs of 
today, and I will be extremely interested in learning what actions the 


provincial governments have in mind. 


When we come to government regulations, both levels of government have 
an obligation to lighten the burden on the private sector without sacri- 


ficing essential objectives. 


Turning to industry and tourism, action by both levels of government is 
essential if we are to make the most of the opportunities which will 
present themselves as a result of our improved competitiveness and the 
MIN. Tourism provides a good example of a sector which cleariy benefits 
from such broad economic forces as the decline in the exchange rate. 

But it can also benefit from such specific provincial actions as the tax 
cuts on hotels and restaurants and the adaptation of the minimum wage to 


the particular circumstances of the industry. 


In the further development of our structural policies, we will be building 
-on a strong foundation. The prospects for many of the sectors of the 


economy are brighter than they were in February. The industrial production 


index jumped sharply in September. Manufacturing has turned up strongly 
this year. This is evident in the statistics of output, employment, new 
orders. Capacity utilization has now reached the level of 87.45 per 


cent. 


The outlook for our primary industries is also brighter. Metal mining 
has been the softest spot in the economy this year, but the industry 
appears to be benefitting from firmer prices and the decline in the 
dollar. Farm cash receipts for the first nine months of this year are 
up 14.3 per cent, largely as a result of higher prices and good crops. 
Fish catches are improving already as a result of the 200-mile limit, 
and there is great potential for development in this industry which will 


be of particular benefit to the Atlantic Provinces. 


The outlook for energy self-reliance has improved considerably. Higher 
prices and conservation programs are leading to more efficient and 
economical use. Supply prospects are improving for coal and uranium as 
well as oil and natural gas. We can look forward to being a net exporter 
of energy for many years to come. For all the primary industries, 
federal-provincial co-operation and interprovincial co-operation are of 


the essence. 


I wanted to end on this more optimistic note. We continue to have 

difficult problems. We will continue to have difficult policy choices 
to make. We may not be able to achieve our medium-term goals as early 
as 1981. But the thrust of our medium-term strategy is working, as we 


have seen in the pattern of expenditure growth and sector expansion. 


Our task is to work even more closely together across a wide range of 


policy areas in order to achieve the economic goals we have in common. 
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CANADA'S MANPOWER STRATEGY 
(Summary 


Canada needs innovative policies to link the growing need for 
industrial and business skills with the increasing supply of 
unemployed youth. Nearly one-third of Canada's unemployed 
are in Ontario. 


- Unemployment rates amongst youth have been 
growing relative to that for adults over the 
past decade. 


- Over one-third of unemployed youth have never 
held a job or have no immediate work experience. 


Immigration of craftsmen from abroad has been 
declining, and the age distribution of Canada's 
craftsmen is skewed towards older workers. 


* Canada has a large and growing deficit of over 
$1.3 billion on the import of business services 
such as marketing and management know-how. 


The federal government has announced amendments to the 
Unemployment Insurance Act which will reduce its contributions 
by $580 million. The burdens on the private sector have been 
increased substantially despite temporary premium cuts. 


The federal government agrees on the need to develop innovative 
uses for the federal contributions to UI, but has limited its 
efforts to $40 million and one pilot program per province. 


Ontario proposes uSing a substantial part of the over $1.7 
billion federal contribution to the UI fund for job creation 
and skill training for the unemployed. Proposals include: 


a temporary wage subsidy to offset the 
inexperience of young people; 


- a strategic disbursement of UI funds to 
offset temporary economic setbacks; 


- UI funding of worthwhile projects of lasting 
social and economic benefit to the community; 


- increase skill training by improving or 
extending UI benefits to trainees. 


The Ontario view is that while unemployment insurance must 
remain a substantial part of a national manpower strategy, a 
major redirection of federal contributions to the UI fund 
could create something of lasting value to the community which 


is now simply lost. 


INTRODUCTION 


The structure and characteristics of the eaves kee 
labour markets have changed considerably since the late 
1960's. As a result of demographic, institutional and 
social changes, large numbers of youth and adult women 
have entered the work place. While the challenge of absor- 
bing the bulge has been met with considerable success, 
youth in particular still bear a disproportionate share of 


the unemployment burden. 


Canada's employment strategy should shift some of 
the current spending on manpower and income maintenance 
away from short-term cushioning of the unemployed to 
increasing their long-term employability. By underwriting 
the expansion of industrial and business skills, a manpower 
strategy can be directly linked to an industrial growth 
strategy that promotes the development of indigenous 
technological and business capabilities for internationally 


competitive industries. 


CANADA'S UNEMPLOYMENT 


The unemployment rate has risen steadily during the 
1970's despite rapid employment growth. Underlying the 
deterioration in the overall rate is the significant change 
in the unemployment profile. Youth have experienced 
relatively greater difficulty in finding employment than 
adults. The ratio of youth to adult unemployment rates in 
Canada has been on an upward trend since 1969, culminating 


in unemployment rates amongst youth in 1978 almost 2.5 
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times that of adults. This has serious implications for 
both our economy and our society: 
- Inability to obtain work experience now will 

Make Lt dLiticult for youth to participate 

fully when the economy picks up in the near- 

term. 

Lack of personal development could lead to 

negative attitudes towards employment and 

encourage the acceptance of dependency as a 

way of life. 

* As today's youth move into the older age 
categories by the mid-1980's, they will form 

an increasingly greater proportion of the 

prime-age manpower supply on which the 

economy depends most heavily to produce goods 

and services. Thus, the pool of skills 

acquired by present youth will be crucial in 

determining future economic growth. 

The persistence of high youth unemployment is due 
primarily to the enormous increase in labour force entrants. 
In addition, institutional rules on job rationing, such as 
Seniority and wage inflexibilities, work against the young. 
Youth unemployment is not due to just a lack of available 
jobs or rules that discriminate against them, however, but 
lack of marketable skills and, sometimes, unduly high wage 
expectations relative to productivity. Over one-third of 


unemployed youth have never held a job or have no immediate 


work experience. 


Despite current high unemployment in the labour 
market, there is mounting evidence that many industrial 
Skills are in short supply in Canada. Moreover, Canada's 
historical tendency to recruit craftsmen from abroad is 
now being reduced by both improved economic conditions in 


those countries which traditionally supplied our needs 


and by tighter immigration policy. Moreover, the age 
profile of today's craftsmen suggests that Canada will 
soon face additional pressure in meeting requirements in 


many skills. 


Canada has a large and growing deficit in the 
import of managerial, technical and marketing services. 
In 1977, the deficit on business services was over $1.3 
billion. This deficit exists at the same time that Canada 
has a growing number of unemployed university and college 


graduates. 


Innovative policies are required to link the grow- 
ing need for industrial and business skills with the 
increasing supply of unemployed youth. In addition, a 
strong commitment is required on the part of employers, 
governments and community agencies to develop information 
on manpower needs and to guide and train people to meet 


the changing skill requirements of the economy. 


THE FEDERAL STRATEGY 


The federal government has recently announced a 
short-term manpower strategy as part of its restraint and 


redirection exercise. 


The primary thrust of the strategy is to tighten 
the Unemployment Insurance program, thereby blunting the 
rapid rise in program costs experienced since 1975. Only 


a modest portion of the anticipated savings, however, has 


been used to augment earlier planned federal expenditures 


on positive employment and skill training programs. 


- Federal employment program costs will total 
$710 million in’ fiscal’ 1979-80. Outlays will 
be $145 million above earlier estimates. 


- Youth-specific programs will receive $225.7 
million, or 32 per cent of the total employ- 
ment strategy - including the modest 
rechannelling of S40 mil Pion in) Uletunds ce 
subsidize private sector jobs for young people 
view the Job Experience Training program. 


- Only $101.5 million in the strategy will be 
spent exclusively on skill training. These 
outlays will be supplemented by an unspecified 
amount of general manpower training expenditures. 


UNEMPLOYMENT INSURANCE 


Amendments to the Unemployment Insurance Program , 


proposed by the federal government would: 


* require some claimants to work longer before 
qualifying for benefits; 


* require high-income recipients to repay a 
portion of the benefits received; 


* reduce the current rate of benefits to 60 
per cent of maximum insurable earnings from 
its present 66.7 per cent; and 


- lower the federal contribution to the program 
by transferring a greater portion of total 
costs to the private sector. 


Recent federal budget moves will lower UI premiums 
by a 10 per cent cut in 1979. The reduction, however, 


obscures the increase in the private sector burden, also 


Newey 


effective January 1, 1979, resulting from an expansion in 
its obligations for UI program costs. Next year's premium 
reductions have been financed principally by running down 
the UI fund's accumulated surplus, built up through 


excessive contributions by the private sector in previous 


years. Most of the savings from a tighter UI program are 


being absorbed by the federal government; in fiscal 1980-81, 
federal savings are expected to be $885 million while the 
private sector's contribution will be only $50 million 


lower than otherwise. 


PRIVATE SECTOR FINANCING OF THE UI PROGRAM, 
AND CUMULATIVE SURPLUS, 1976-1978 
(S$ Billions) 


19 6 197 7 1978 
Private Seccor  s ollare eg 23 2.4 
Collections from the Private 
Sector dpc) 205 26 
Cumulative Surplus of the UI 
Account O,2 0.4 0/46 
Source: Federal Department of Manpower and Immigration for 


[76-197 t datva, sand fOntarro Ministry -of ‘Treasury 
and Economics estimates for 1978. 


The existing surplus is expected to be fully ‘ 
depleted by 1981 at new premium levels. Given normal 
increases in program costs over this period, premiums 
would then have to jump 14 per cent for the private sector 


to fully cover its. enlarged share of the cost burden.. The 


cumulative surplus on the UI account is being used to 
finance a temporary reduction in private sector premiums 
and mask a substantial increase in private sector obliga- 


tions#forrUls costs. 


MORE APPROPRIATE POLICY DIRECTIONS 


Canada's manpower policies should face increas- 
ingly on the rising difficulty faced by particular groups 
in the labour force in developing the skills and the 
experience necessary to find and retain jobs. [In parti- 
cular, there is a need to recognize that one of the 
principal advantages of UI benefits -- to provide time 
for an unemployed individual to look for a job -- has for 
many a limited pay-off. 


Among youths, where unemployment levels 
are particularly high, the primary need is 
for a chance to "learn-by-doing". Ontario 
claimants available for work in the 15-24 
age group averaged 86 thousand this year. 


In high unemployment regions, alternative 8 
job opportunities are scarce. An average 

90 thousand UI recipients in Ontario 

available for work reside in high unem- 

ployment areas -- areas where the unemploy- 

ment rate exceeds the provincial average 

by more than 25 per cent. : 


Recognition of the limited benefits which UI payouts 
provide to many recipients suggests that the announced 
redirection of $40 million of UI funds towards subsidizing 
wage rates and financing effective training will be 
inadequate. A well-designed program could improve the 
near-term employability of participants while benefiting 
their communities. Faster absorption of the pool of 
unemployed labour offers the potential of reducing over 
time the federal government's contribution to the UI 
accounc., 

- A temporary wage subsidy could offset the 
inexperience of young people, opening up 
opportunities to acquire the skills, con- 
tacts and references necessary to hold 
unsubsidized jobs in the future. 

- Where a temporary economic crisis disrupts 
viable employment patterns, a strategic 
disbursement of UI monies could maintain a 
work force intact and hasten its re-employ- 
meni. 

UI assistance to employers undertaking skill 

training programs would underwrite some of 

the employers' training costs as an essential 

step towards increasing the degree of skill 


training in Canada. 


UI unemployment subsidies could lever 
additional earnings from private employers. 


UI funding of worthwhile projects would create 
lasting social and economic benefits for the 
community. 

Canada has traditionally relied heavily on 
immigration to supply skilled tradesmen. With the flow 
of immigrants declining, there is a need to expand 
existing training programs to ensure that acute shortages 


in certain occupations and skills do not occur. Domestic 


firms should be encouraged to undertake apprenticeship 


and on-the-job training in skilled trade occupations. 
Incentives, in the form of wage subsidies, could be 
financed by UI monies. 
- UI claimants could be encouraged to take 
institutional training by topping up or 
extending existing UI benefits. 
- Less than 3 per cent of UI claimants in 

Ontario are involved in "retraining" 

programs, mainly in an institutional 

setting. 

Ontario supports the unemployment insurance program 
as an essential part of Canada's manpower strategy. None- 
theless, the federal contribution of public funds to 
subsidize the fund will likely amount to over two billion 


dollars this year while federal direct job creation 


expenditures will total only about $500 million. 


In February, First Ministers recognized the need 
to seek innovative uses of unemployment funds for job 
creation. Federal initiatives have subsequently proceeded 
ona ‘severely “restrained piloteproject basic en Projcetrs 
are limited to one per province, despite the fact that 
nearly one-third of Canada's unemployed reside in Ontario. 
Meanwhile, significant opportunities exist to use public 
funds more flexibly in bridging this gap between the skill 
and experience needs of many Canadians and income support 


through UI payments. 
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MR. CHAIRMAN, IT IS NINE MONTHS SINCE WE MET TO 
DEFINE AN ECONOMIC DEVELOPMENT STRATEGY FOR CANADA, 


IN MY VIEW, ALTHOUGH WE CAN ACKNOWLEDGE THAT THERE 
HAS BEEN PROGRESS IN PUTTING SOME NEW POLICIES INTO PLACE, 
WF CANNOT NOW SIT 2ACK AND RELAX, MANY OF THE FEDERAL 
GOVERNMENT ACTIONS OF THE PAST NINE MONTHS HAVE BEEN BY WAY 
OF EMERGENCY REPAIRS TO THE ECONOMY. WE STILL HAVE A LOT 
TO DO IF WE ARE TO ENSURE THAT OUR ECONOMY IS FULLY WORLD 
COMPETITIVE. ONLY THEN CAN IT MOVE NATURALLY AND EASILY 
INTO HIGHER LEVELS OF GAINFUL EMPLOYMENT 


ea) 


SHARING RESPONSIBILITY FOR ECONOMIC GROWTH 


LAST MONTH, FIRST MINISTERS MET TO DISCUSS 
CONSTITLTIONAL ISSUES, AND AMONG THOSE ISSUES WAS THE 
MATTER OF THE DIVISION OF POWERS BETWEEN THE FEDERAL AND 
PROVINCIAL LEVELS OF GOVERNMENT. 


THE COMPLEXITY OF THE FEDERATED SYSTEM BY WHICH 
WE MANAGE ECONOMIC GROWTH IN CANADA DEMANDS A CLEAR AND 
LASTING SOLUTION TO THE PROBLEMS SURROUNDING THE DIVISION 
OF POWERS. AT THE PRESENT TIME, OUR STRUCTURES INVITE T00 
MUCH UNILATERAL ACTION, CONFRONTATION, WASTE, DUPLICATION 
AND BUCK-PASSING BY ALL LEVELS OF GOVERNMENT. COMPETENT 
ECONOMIC MANAGEMENT OF CANADA’S AFFAIRS NOW REQUIRES 
FEDERAL-PROV INCIAL ACCORD ON THREE THINGS: 


FIRST, IT REQUIRES US TO KEEP OUR AGREEMENT ON 
THE ORJECTIVES OF THE STRATEGY AND ON THE TARGETS BY WHICH 
WE WISH TO JUDGE OUR PERFORMANCE, 


SECOND, IT CALLS FOR AGREEMENT ON HOW WE ARE TO 
PUT THE STRATEGY IN MOTION. 10 DO THIS WE SHALL NEED A 
CLEARER DIVISION OF POWERS AND GOOD CONSULTATION. THESE ARE 
CRITICAL TO THE TASK OF CREATING GROWTH AND MORE JOBS IN 
CANADA. [ CANNOT SAY THAT WE ARE CLOSE TO A SOLUTION ON THIS 
MATTER ALTHOUGH I AM OPTIMISTIC THAT WE CAN REACH AGREEMENT 
ON HOM TC DIVIDE THE RESPONSIBILITY. 


a 


THIRD, IT REQUIRES STEADINESS AND CLARITY IN POLICY 
ACTIONS. GROWTH PROCEEDS DIRECTLY FROM A SENSE OF TRUST IN 
THE FUTURE, IF GOVERNMENTS CHANGE COURSE TOO OFTEN OR ARE 
UNCLEAR IN THEIR INTENTIONS, THE CONSEQUENCE IS A LACK OF 
CONFIDENCE, WHICH BREEDS UNEMPLOYMENT AND STAGNATION, 


MR. CHAIRMAN, I AM CONFIDENT THAT WE CAN MEET 
THE TEST OF THESE THREE CRITERIA. THE FEDERAL GOVERNMENT 
HAS ALREADY ESTABLISHED CERTAIN ECONOMIC TARGETS WHICH 
FIRST MINISTERS AGREED TO LAST FEBRUARY, YOU WILL RECALL 
THAT IN OUR COMMUNIQUE THERE WERE TWENTY-SEVEN AREAS OF 
SPECIFIC ACTION WHICH WE AGREED TQ START ON BEFORE WE MET 
AGAIN, 


ACTIONS SINCE FEBRUARY 


AT THIS CONFERENCE, I BELIEVE WE HAVE TO REVIEW 
THE PROGRESS WE HAVE MADE IN IMPLEMENTING THE PROGRAM OUTLINED 
IN THAT COMMUNIQUE. I THINK WE ALSO SHOULD AGREE ON WHAT 
FURTHER ACTION IS NEEDED TO CARRY FORWARD THE IMPLEMENTATION 
OF AN ECONOMIC DEVELOPMENT STRATEGY. OUR OBJECTIVE HAS TO BE 
THE CREATION OF MANY MORE PRODUCTIVE JOBS FOR CANADIANS, AND 
EQUALLY AS IMPORTANT, A BETTER REGIONAL DISTRIBUTION OF INCOME 
THROUGHOUT THE COUNTRY ON A MORE EFFICIENT BASIS THAN WE HAVE 
NOW, 


SINCE THE FEBRUARY CONFERENCE, I HAVE TALKED WITH 
MANY PEOPLE WHO ARF GENUINELY CONCERNED THAT THESE CONFERENCES 
CONTINUE AND THAT THEY BE MEANINGFUL AND PRODUCTIVE. THERE IS 
STILL A CERTAIN APPRHENSION THAT THE GOAL WILL NOT BE ACHIEVED. 


CANADIANS ARE STILL WORRIED ABOUT THE FUTURE AND 
ABOUT THE CAPACITY OF QUR FEDERAL SYSTEM OF GOVERNMENT 10 
HOLD) TO A STEADY AND DEPENDABLE PROGRAM OF ECONOMIC 
MANAGEMENT, PERSONALLY, I HAVE NO DOUBT THAT FIRST MINISTERS 
CAN DO THAT, AND I ALSO BELIEVE THAT WE CAN DO IT IN A MANNER 
WHICH CREATES A STRONGER CANADA AND DISTRIBUTES THE NATIONAL 
WEALTH MORE EFFECTIVELY BETWEEN THE REGIONS. 


BUT 1 DO BELIEVE THAT CANADIANS WANT FIRST MINISTERS 
TO MOVE CONFIDENTLY AND DECISIVELY TO IMPLEMENT A NATIONAL 
ECONOMIC DEVELOPMENT STRATEGY. 


MR, PRIME MINISTER, THERE HAVE BEEN ACHIEVEMENTS, 
AT BOTH LEVELS QF GOVERNMENT, THE JOINT INITIATIVE WE 
UNDERTOOK TQ MEET STIFF INTERNATIONAL COMPETITION FOR THE 
NEW FORD AUTOMOBILE PLANT IS AN EXAMPLE OF THAT. 
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QUR TWO GOVERNMENTS HAVE DISCUSSED THE REALLOCATION 
NF UNEMPLOYMENT INSURANCE FUNDS FOR JOB CREATION AND MANPOWER 
TRAINING, ONTARIO HAS SOME RESERVATIONS ABOUT THE 
EFFECTIVENESS OF THOSE MEASURES AS THEY NOW STAND, BLT, I AM 
PLEASED TO SEE DEFINITE PROGRESS EMERGING IN THAT AREA, 


ONTARIO WAS THE FIRST JURISDICTION TO INTRODUCE 
A "SHOP CANADTAN” PROGRAM AND IT AM GLAD TO SEE THAT THE 
FENERAL GOVERNMENT HAS ALSO MOVED POSITIVELY IN THIS FIELD. 


IN ANTARTO WE HAVE FOLLOWE) THROUGH ON THE FEBRUARY 
COMMUNTOUE TN A NUMBER OF WAYS, OUR SPENDING AND HIRING 
PROGRAMS ARE UNDER TIGHT CONTROL AND WE INTEND TO MAINTAIN 
THAT POSTURE, WE ALSO INTEND TO SWITCH MORE FUNDS INTO 
ECONOMIC DEVELOPMENT AS THEY BECOME AVAILABLE. WE HAVE 
ESTABLISHED AN ECONOMIC CONSULTATIVE PROCESS WITH BUSINESS 
ANT LABCUR LEADERS WHO HAVE WORKED ON REFINEMENTS TO AN 
INDUSTRIAL STRATEGY. 


ONTARIO HAS ALSO PARTICIPATED EXTENSIVELY IN THE 
JOINT WORKING GROUPS EXAMINING POLICIES FOR TWENTY-THREE 
MAJOR SECTORS, THIS WILL BE REFLECTED IN ONTARIO’S POSITION 
AT THIS CONFERENCE. WE HAVE ALSO SUBMITTED TO THE FEDERAL 
GOVERNMENT THE RESULTS QF AUR EXAMINATION QF AN INDUSTRIAL 
RESPONSE IN ANTICIPATION OF THE CONCLUSTON OF THE GENEVA 


— TRADE NEGOTTATIONS , 


IN JUNE OF THIS YEAR, I CALLED A CONFERENCE OF 
PROMINENT ONTARIO BUSINESS, LABOUR AND EDUCATIONAL LEADERS, 
TO DISCUSS WAYS OF IMPROVING TH= JOB SKILLS OF OUR LABOUR 
FORCE, 


IN ADDITION, YOU AND I, MR. PRIME MINISTER, HAVE 
EXCHANGED CONSIDERABLE CORRESPONDENCE, MOST OF IT NOW PUBLIC, 
ON A WINE RANGE OF FOLLOW-U!P ITEMS, WE HAVE NOT ALWAYS AGREED 
ON THE SOLUTIONS, BUT AS A RESULT OF THE EXCHANGE, WE AT 
LEAST HAVE A BETTER UNDERSTANDING OF THE POTENTIAL FOR 
WORKING TOGETHER TO IMPROVE OUR ECONOMIC PERFORMANCE. THIS IS 
TRUE FOR AREAS AS DIVERSE AS THE USE OF U,I.C. FUNDS FOR JOB 
CREATION, IMPROVING THE NATIONAL RAILWAY SYSTEM, BETTER 
MANPOWER TRAINING, THE PROVISION OF ADJUSTMENT ASSISTANCE TO 
MEET TARIFF CHANGES ARISING FROM THE TCKYO ROUND, ACCELERATING 
ENERGY INVESTMENTS, AND, STEPPING UP THE LEVEL OF INDUSTRIAL 
RESEARCH AND DEVELOPMENT. 


ONTAPTO’S FIRST PRIORITY 


THE GOVERNMENT OF ONTARIO [S DETERMINED THAT THE 
INNUSTRIAL STRATEGY OF THE NATION BE OUR FIRST ECONOMIC 
PRIORITY FOR THE NEXT FEW YEARS, I SEE N@ ALTERNATIVE. 


ALTHOUGH WE MAY FORESEE OVER THE HORIZON A NEW 
POST-[NDUSTRIAL SOCIETY, THE NEED FOR MCRE INDUSTRIALIZATION 
HAS NCT YET PASSED. IN MY VIEW, ONE OF THE FAULTS OF FEDERAL 
ECONOMIC POLICY HAS BEEN THE TREATMENT OF INDUSTRIALIZATION 
AS A NATURAL PROCESS THAT WOULD LOOK AFTER ITSELF. 


NOTHING COULD BE MORE THREATENING TO THE ECONCMIC 
ANN SOCIAL STABILITY OF THE NATION THAN THE CONTINUATION OF 
POLICIES BASED UPON THIS MYTH, WE APE, AT THIS POINT IN 
OUR NATONAL ECONOMIC HISTORY, LIVING WITH THE CONSESUENCE 
OF THAT KIND OF THINKING, WE ARE ALSO LIVING WITH THE 
CONSEQUENCES OF TOQ MANY FUNDAMENTAL CHANGES IN ECCROMIC 
POLICY OVER THE PAST DECADE. 


FRANKLY, INCOME REDISTRIBUTION, REGIONAL DEVELOPMENT 
AND THE EQULIZATION OF BASIC SERVICES ARE OBJECTIVES WHICH MUST 
BE REALIZED AND IMPROVED IN THEIR OWN RIGHT, BUT THEY MUST NOT 
NOW HAMSTRING THE DEVELOPMENT OF AN INDUSTRIAL POLICY WHICH 
TREATS EXCELLENCE AND COMPETITIVENESS AS PARAMOUNT, 


THE FACTS DC NOT SUGGEST, TO ME AT LEAST, THAT 
ONTARIO CAN ACCEPT DRIFT IN NATIONAL INMUSTRY POLICY. IT 
MAY HAVE BEEN DESIGNED IN OUR FAVOUR A HUNDRED YEARS AGOQ, 
BUT IT DOES NOT GIVE ONTARIO A FREE RIDE TODAY, 


IT IS TRUE THAT JOB CREATION OVER THE LAST YEAR 
HAS BEEN VERY HIGH, AND IN THE FIRST STAGES OF ECONOMIC 
RECOVERY THAT IS QUITE NORMAL. TQ SUSTAIN THAT LEVEL OF 
GROWTH IS GOING TO BE DIFFICULT IN ALL REGIONS OF CANADA. BUT 
THAT IS WHAT WE HAVE TO ACHIEVE IF WE ARE TO MEET THE ECONOMIC 


TARGETS PROPOSED BY THE FEDERAL GOVERNMENT LAST FEBRUARY. 


INDUSTRIAL DEVELOPMENT IS A MATTER OF NATIONAL PRIORITY AND 
NOT SIMPLY ANOTHER PASSING ISSUE OF THE TIMES. 


TAX POLICY AND ECONOMIC GROWTH 


MR. PRIME MINISTER, WHILE I SUPPOR> MUCH OF WHAT 
HAS HAPPENED SINCE FEBRUARY, AN INDUSTRIAL STRATEGY WHICH 
RELIES HEAVILY ON WIDESPREAD GIVEAWAYS, WILL ONLY COME BACK 
TQ HAUNT US, 


THE RECENT FEDERAL BUDGET MAY OR MAY NOT DO WHAT 
IT WAS INTENDED TO DO. HOWEVER, WE HAVE TO BE SURE THAT 
THE FEDERAL GOVERNMENT’S FISCAL AND FINANCIAL POLICIES ARE 
TIED TO A CLEAR SET OF ECONOMIC PRIORITIES. THE ENDS AND 
MEANS IN THIS PROCESS MUST BE CLEARLY UNDERSTOOD BY THE NATION. 


TEN YEARS AGO, THE TAX STRUCTURE OF CANADA WAS 
REFORMED AFTER EXTENSIVE FEDERAL REVIEW. THAT REFORM 
FOCUSED ON INCOME-REDISTRIBUTION, THE PROGRAMS AND POLICIES 
OF THE FEDERAL GCVERNMENT FOR OVER A DECADE HAVE EMPHASIZED 
INCOME REDISTRIBUTION AND I THINK WE HAVE ALL SHARED THAT 
OBJECTIVE TO SOME DEGREE. 


AT A LATER STAGE, FEDERAL POLICIES BEGAN TO FOCUS 


_ ON PUTTING MORE GROWTH INCENTIVES BACK INTO THE TAX SYSTEM. 


WE THEN SAW THE INTRODUCTION OF VARIOUS MEASURES DESIGNED 

TO ENCOURAGE INVESTMENT AND SAVINGS, AT THE SAME TIME, THE 
PERSONAL INCOME TAX SYSTEM WAS INDEXED TO OFFSET INFLATION, 
AND FEDERAL SPENDING WAS INDEXED WITH REGARD T0 FAMILY AND 
PENSION BENEFITS. ON TOP OF THAT, RAPID WRITE-OFF PROVISIONS 
AND TAX SHELTERS FOR CERTAIN KINDS OF CORPORATE FINANCING 
WERE INTRODUCED TO ENCOURAGE BUSINESS SPENDING. 


IN SUMMARY, OUR TAX SYSTEM -- AND I SAY ‘OUR TAX 
SYSTEM’ BECAUSE MANY PROVINCES ARE PLUGGED INTO THE FEDERAL 
STRUCTURE -- OUR TAX SYSTEM, MAY HAVE BECOME OVER-EXTENDED 
WITH AD HOC DECISIONS AND TEMPORARY DEVICES. WHAT BUSINESSMEN 
AND CONSUMERS INCREASINGLY WILL BE ASKING THEMSELVES IS: ARE 
THE FEDERAL TAX CUTS AND INCENTIVES SUSTAINABLE? 


I SAID LAST FEBRUARY THAT EVEN AT FULL EMPLOYMENT 
LEVELS, GOVERNMENTS IN CANADA, WITH THE EXCEPTION OF THE QIL 
AND GAS PRODUCING PROVINCES, WOULD PROBABLY HAVE DIFFICULTY 
BALANCING THEIR BUDGETS. THAT RISK HAS INCREASED SINCE LAST 
FEBRUARY, ANI) ESPECIALLY SA SINCE THE MOST RECENT FEDERAL 
TAX CUTS, 


=i 


SINCE THIS IS THE CASE, THEN I WONDER WHETHER WE 
ARE LOCKING AT A SITUATION WHERE IT WILL BE IMPOSSIBLE FOR 
THE FEDERAL GOVERNMENT NOT TO INCREASE TAXES VERY SHAF °LY 
WITHIN THE NEXT TWO YEARS. THAT SEEMS TO BE A POSSIBILITY 
IF ONLY TO PAY FOR THE RISING BURDEN OF INTEREST ON ThE PUBLIC 
DEBT AND TO BRING THE FEDERAL BUDGET INTC A NON-INFLATIONARY 
POSTURE. 


[ RECOGNIZE THAT SOME OF THE TAX ACTIONS IN THE 
RECENT FEDERAL BUDGET WILL HELP TO ALLEVIATE A NUMBER OF THE 
MORE SERIOUS PROBLEMS. BUT I MUST STRESS THAT THE PRUDENT 
MANAGEMENT OF OUR INDUSTRIAL, FISCAL AND FINANCIAL POLICIES 
REQUIRES US TO AVOID A CONTINUOUS ROUND OF RISING GOVERNMENT 
DEFICITS: 


IN SHORT, MR. PRIME MINISTER, PRESENT ACTIONS IN 
SUPPORT OF THE ECONOMY SEEM TO BE LEADING TOWARD AN AMBITIOUS 
BUT UNSTABLE FISCAL FRAMEWORK, THE PRESENT FEDERAL SPENDING 
PROGRAMS AND TAX CUTS MIGHT BE STRETCHED FAR TOO THINLY OVER 
TOO MANY GOON INTENTIONS, AND I CAN FORESEE A TIME, NOT TOO 
FAR OFF, WHEN THE CONSEQUENCES MIGHT HIT THE ECONOMY VERY HARD. 
BUSINESS AND CONSUMERS NEED CERTAINTY AND SECURITY IN PLANNING 
THEIR ECONOMIC FUTURE. THEREFORE, WE MUST FOCUS FUTURE EFFORTS 
ON TWO ISSUES; 


~We 


FIRST, TAXING, SPENDING AND MONETARY POLICY INSTRUMENTS 
HAVE TO BE USED WITH GREATER PRECISION AND HARMONY. NOT ONLY 
MUST PUBLIC EXPENDITURE RESTRAINT CONTINUE, BUT TAX MEASURES 
MUST BE MUCH MORE EFFICIENT IN THEIR SUPPORT OF ECONOMIC POLICY, 


SECOND, THERE MUST BE A CLEARER VISION OF OUR 
INDUSTRIAL PRIORITIES. TOP PRIORITY HAS TO BE GIVEN TO OUR 
WINNING INDUSTRIES AND TO THOSE SECTORS WHERE CANADA HAS A 
COMPETITIVE ADVANTAGE AND A PROMISING FUTURE. We HAVE WASTED 
OUR RESOURCES DILUTING AND FRAGMENTING WHAT INDUSTRIAL STRENGTH 
WE HAVE. THOSE POLICIES MUST CHANGE. 


ECONOMIC PRIORITIES FOR CANADA 


I AM TABLING TODAY, A PAPER ENTITLED “ECONOMIC 
PRIORITIES FOR CANADA”, IT OUTLINES RECOMMENDATIONS WHICH 
WILL HELP US REACH THE ECONOMIC TARGETS FIRST MINISTERS AGREED 
TQ LAST FEBRUARY. 


THE FEDERAL GOVERNMENT ’S EMPLOYMENT ANI) GROWTH TAPGETS 
ARE NOT AN ACADEMIC EXERCISE. WE CANNOT ANNOUNCE EACH YEAR 
THAT WE ARE BELOW TARGET AND LEAVE IT AT THAT. WE CANNOT 
AFFORD) TQ STAY OFF-TARGET FOR TOO LONG CR WE SHALL INDEED 
HAVE CREATED A PAPER EXERCISE AND THE PUBLIC WILL LOSE FAITH 
IM THE CAPACITY OF GOVERNMENTS TQ MANAGE THE ECONOMY, 
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IN THE PAPER I AM TABLING TODAY WE CUTLINE FIVE ( 
MAJOR ECONOMIC PRIORITIES AND LIST SEVENTEEN RECOMMENDED 
ACTIONS FOR GOVERNMENT. THE FIVE PRIORITIES WE SEE ARE: 


, THE CONTROL OF INFLATION; 
. THE EXPANSION OF EXPORTS; 


. THE CREATION OF BETTER EMPLOYMENT OPPORTUNITIES; 
. THE STRENGTHENING OF CANADIAN BUSINESS TALENT; AND 


+ THE REDUCTION CF BARRIERS TQ TRADE WITHIN CANADA, 


[ WOULD LIKE TO MAKE SOME COMMENTS ON TWO OF THESE 
PRIORITIES: THE CONTROL OF INFLATION AND, THE EXPANSION OF 
EXPORTS, ( 


CONTROLLING INFLATION 


RECENT EXPERIENCE HAS TAUGHT US THAT IN A WORLD 
ECONOMY OUR INFLATION COSTS US JOBS. OVER THE PAST THREE 
YEARS, WE HAVE MADE GOOD PROGRESS IN BRINGING OUR DOMESTIC 
COST AND PRICE INCREASES INTO LINE WITH THOSE IN THE UNITED 
STATES. NONETHELESS, INFLATON REMAINS AT A LEVEL WHICH WE 
CANNOT FEEL COMPLACENT ABOUT. 


-]3- 


IF WE ARE TO MEET OUR TARGETS FOR EMPLOYMENT GROWTH 
IN CANADA OVER THE MEDIUM TERM, CONTAINING DOMESTIC INFLATION 
WILL BE CRUCIAL. [ BELIEVE THAT THE FEDERAL GOVERNMENT MUST 
SHOW LEADERSHIP IN DEALING WITH THIS ISSUE, 


FIRST, I THINK WE SHOULD CONSIDER PUTTING IN PLACE 
SOME NATIONAL WAGE AND PRICE OBJECTIVES WHICH WOULD PROVIDE 
CANADIANS WITH A BETTER KNOWLEDGE OF WHAT THE ECONOMY CAN 
AFFORD. 


SECOND, [ WOULD SUGGEST THE FEDERAL GOVERNMENT 
EXAMINE THE INFLATION INDEXING AND INCOME-AVERAGING PROVISIONS 
OF OUR TAX STRUCTURE TO SEE IF THEY MIGHT BE USED MORE 
EFFECTIVELY TO COMPLEMENT OUR ANTI-INFLATION OBJECTIVES, 


THIRD, I WOULD LIKE TO SEE THE ECONOMIC COUNCIL'S 
CENTRE FOR THE STUDY OF INFLATION AND PRODUCTIVITY ASSUME A 
HIGHER PUBLIC PROFILE IN ITS MONITORING AND EDUCATIONAL ROLES. 


FINALLY, AS GOVERNMENTS, WE SHOULD RE-AFFIRM OUR 
INTENTION TO ENSURE THAT PUBLIC SECTOR SETTLEMENTS DO NOT 
ESTABLISH LEADING PATTERNS OR EXCEED REASONABLE NATIONAL 
OBJECTIVES. 


je 


EXPORT EXPANSION 


THE DECLINING CANADIAN DOLLAR HAS INCREASED THE 
LEVEL OF UNCERTAINTY IN THE CANADIAN BUSINESS CLIMATE. IT 
WAS ONCE CONSIDERED A HARD AND RELIABLE CURRENCY IN WORLD 
FINANCIAL MARKETS. I CAN UNDERSTAND WHY CANADIANS ARE UNEASY. 
THE CANADIAN DOLLAR HAS DECLINED MORE THAN MOST CURRENCIES 
AMONG THE LEADING INDUSTRIAL NATIONS. | 


[ RECOGNIZE THAT THE NATION’S INDUSTRIES HAVE NOW 
ACQUIRED A POTENTIAL COMPETITIVE BOOST. BUT, AT THIS TIME, 
[IT REMAINS ONLY A POTENTIAL OPPCRTUNITY AND NOT A REALIZED 
GAIN, THE DECLINE IN THE PURCHASING POWER OF THE CANADIAN 
CONSUMER’S DOLLAR IN FOREIGN MARKETS DOES HELP TO DISPLACE 
IMPORTS AND CREATE JOBS IN CANADA, | 


THE NEGATIVE SIDE OF THAT PROCESS IS THAT CONSUMERS 
FACE INCREASES IN THE PRICE OF MANY GOODS AND SERVICES. THAT 
TS A PROBLEM WE SHALL HAVE TO COPE WITH FIRMLY BEFORE IT 
GENERATES ANOTHER SPIRAL OF INFLATION, 


HOWEVER, ON THE POSITIVE SIDE, I THINK WE HAVE | 
UNDERGONE THE WORST OF OUR ECONOMIC CRISIS IN CCST COMPETITIVENESS. 
MHAT WE CLEARLY HAVE BEFORE US NOW IS A UNIQUE CPPCRTUNITY TO 
USE EXPORTS AS A VEHICLE FOR SUSTAINED ECONOMIC AND INDUSTRIAL 
EXPANSION IN ALL PARTS OF CANADA, 


- 15- 


IF WE ARE TO CORRECT QUR ECONOIMC PROBLEMS, THE 
EXPORT OF INDUSTRIAL AND AGRICULTURAL GOODS HAS TO BE OUR 
FIRST PRIORITY FOR THE NEXT FEW YEARS. NO OTHER POLICY 
WILL PRODUCE EQUIVALENT LONG-TERM BENEFITS FOR THE NATION 
AND) NO OTHER SET OF ECONOMIC MANAGEMENT ACTIONS WILL BE AS 
EFFECTIVE IN DAMPENING INFLATION, CREATING NEW JOBS AND 
GENERATING RISING STANDARDS QF LIVING, IF FEDERAL POLICIES 
CAN.NOW BRING STABILITY TO THE CANADIAN DOLLAR, INDUSTRY 
CAN TAKE MAXIMUM ADVANTAGE OF NEW EXPORT OPPORTUNITIES WITH 
INCREASED CONFIDENCE IN THE FUTURE, 


T RECOGNIZE THAT IMPORT REPLACEMENT IS ALSO AN AREA 
OF GREAT OPPORTUNITY FOR CANADIAN BUSINESSMEN, THAT [IS WHY THE 
SHOP-CANADIAN PROGRAM IS OF GREAT BENEFIT TO CANADIAN INDUSTRY, 
IN THE EXPORT FIELD) HOWEVER, THERE ARE SPECIAL MARKETING RISKS 
FOR BUSINESSMEN, THEREFORE, THE POLICY EMPHASIS SHOULD BE ON 
THE EXPANSION OF CANADIAN BUSINESS INITIATIVES BEYOND OUR 
NATIONAL BOUNDARIES. 
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REGIONAL DEVELOPMENT POLICIES 


ONTARIC HAS ALWAYS SUPPORTED FEDERAL ACTIVITIES 
TO PROMOTE INCOME GROWTH IN ALL R&STONS OF THE COUNTRY. 
[ VIEW REGIONAL DEVELOPMENT POLICIES AS AN INTEGRAL PART 
QF A CONTINUING EFFORT TO MAINTAIN AND STRENGTHEN A TRULY 
NATIONAL ECONOMY, IN SOME YEARS, ONTARIO TAXPAYERS PAY 
INTO THE FEDERAL TREASURY OVER $2 BILLION MORE THAN THEY 
GET BACK IN FEDERAL PROGRAMS AND TRANSFER PAYMENTS. AS LONG 
AS NATIONAL AND REGIONAL ECONOMIC DEVELOPMENT POLICIES ARE 
WORKING WELL, WE DO NOT OBJECT TO THAT. 


OUR CONCERN IS THAT THE PRESENT PROGRAMS OF 
REGIONAL DEVELOPMENT TENT) TO WEAKEN OUR ECONOMY WITHOUT 
NECESSARILY STRENGTHENING THE LOW INCOME REGIONS. 


WE NO NOT HAVE THE PERCEPTION AT THIS TIME THAT 
REGIONAL DEVELOPMENT IS IN FACT WORKING AS WELL AS IT MIGHT, 
[ WORRY ABOUT THE FUTURE CF CANADA WHEN I SEE DISPARITIES 
THAT HAVE DEVELOPED BECAUSE OF THE BUILD-UP CF ENORMQUS 
CASH SURPLUSES IN ONE REGION WHILE LOW INCOME REGIONS ARE 
SUFFERING UNACCEPTABLY HIGH RATES OF UNEMPLOYMENT ANT! 
HIGH LEVELS CF TAXATION, 
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FOR EXAMPLE, THE ALBERTA HERITAGE FUND EXERTS A 
CONSIDERABLE FISCAL AND ECONOMIC DRAG IM OTHER PARTS OF CANADA, 
THAT IS AN OBJECTIVE FACT NOT A VALUE JUDGMENT, AND I ADVANCE 
[IT AS A PERSON WHO IS FULLY SYMPATHETIC WITH THE ECONOMIC 
ASPIRATIONS OF OUR WESTERN FRIENDS. THE MANNER AND DEGREE OF 
RECYCLING OF THOSE PETRODOLLAR FUNDS INTO THE NATIONAL 
ECONOMY INFLUENCES REGIONAL DEVELOPMENT, FISCAL POLICY ACROSS 
THE NATION AND QUR COLLECTIVE ABILITY TO CREATE AN EQUITABLE 
ECONOMIC BASE IN ALL PARTS OF THE CONFEDERATION. 


MY VIEW IS, THAT EACH REGION SHOULD BE GIVEN A BASIC 
SUPPORTIVE ECONOMIC SHIELD BY THE FEDERAL GOVERNMENT, THE 
RICHER PROVINCES HAVE AN ECONOMIC OBLIGATION TO THE FEDERATION 
THAT CAN BE CALLED DOWN BY THE FEDERAL GOVERNMENT, THE LOWER- 
INCOME REGIONS, ON THE OTHER HAND, SHOULD BE GIVEN THE MAXIMUM 
ENCOURAGEMENT ANI) FLEXIBILITY TO BUILD ON THEIR STRENGTHS UNDER 
A FEDERAL UMBRELLA, 


REGRETABLY, TOO MANY FEDERAL POLICIES DISCOURAGE 
SELF-RELIANCE AND, IN EFFECT, CREATE A CONDITION OF DEPENDENCY. 
FOR EXAMPLE, THE FEDERAL GOVERNMENT HAS INSISTED ON COLLECTING 
A LARGE SHARE OF OFF-SHORE MINERAL RIGHTS AT A TIME WHEN THE 
ATLANTIC PROVINCES NEED A SOUND BUSINESS CLIMATE TO ENCOURAGE 
OIL AND GAS EXPLORATION. THE PRESENT FEDERAL POLICIES SEEM 
TO LEAN, I AM SURE UNINTENTIONALLY, IN THE DIRECTION OF 
COLONIZING THE LOW INCOME REGIONS OF THE COUNTRY. THAT [S NOT 
HEALTHY FOR CONFEDERATION. 
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1 WOULD CAUTION THAT ONTARIANS DO NOT SHARE THE 
VIEW THAT THE WAY TO STRENGTHEN THE LOW-GROWTH REGIONS OF 
CANADA IS BY WEAKENING THE ONTARIO ECONOMY. NOR DO THEY 
BELIEVE THAT IT CAN BE DONE BY ARTIFICIALLY DIVERTING INDUSTRIES 
TO REGIONS WHERE THEY WOULD NOT OTHERWISE LOCATE. WE DO NOT 
POSSESS AN INFINITELY DEEP POOL OF WEALTH FOR REDISTRIBUTION. 
TO TRADE OFF COMPETITIVE INDUSTRIAL DEVELOPMENT SO AS TO ACHIEVE 
A BETTER REGIONAL DISTRIBUTION OF INCOMES IS A TERRIBLY 
EXPENSIVE STRATEGY WHICH We CAN NO LONGER AFFORD. 


ONTARTO’S POSITION ON THESE MATTERS IS, THAT 
INEFFICIENCES IN THE DELIVERY OF EFFECTIVE REGIONAL DEVELOPMENT 
[MPOSE A COST ON ALL CANADIANS, ONE OF THE FIRST REQUIREMENTS 
QF A FEDERATED SYSTEM OF GOVERNMENT IS THAT ITS REGIONAL 
DEVELOPMENT PROGRAMS BE EFFECTIVE. IT [S ALSO THE OTHER SIDE 
OF THE DESIRE TO ACHIEVE EQUITY: THE RESPONSIBILITY TO SEE 
THAT THE TAXPAYER'S MONEY IS PROPERLY AND EFFECTIVELY SPENT 
AND NOT WASTED, | 


CONCLUSION 


AS WE BEGIN THIS CONFERENCE, I WANT TO ASSURE YOU 
THAT THE ONTARIC GOVERNMENT WELCOMES THE INITIATIVES EMERGING 
FROM THE NEW AND POSITIVE MOOD OF INTER-GOVERNMENTAL RELATIONS 
[IN RECENT MONTHS. WE DO NOT ALWAYS AGREE ON THE REMEDIES BUT 
[ THINK OUR FEDERATION IS STRONGER FOR ITS ABILITY TO AIR 
DIFFERENCES OF VIEWPOINT AND TO EXPLORE ALTERNATIVE CCURSES CF 
ACTION. 
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QUR CONCERN IN ONTARIO IS TYAT GOVERNMENTS RESTRAIN 
THEIR DEMANDS ON THE ECONOMY, IN THAT WAY WE CAN MAINTAIN A 
CAPACITY TO DEAL CONTINUOUSLY WITH JRE THAN ONE ECONOMIC 
PROBLEM AT A TIME. WE SHOULD NOT HASTILY ADOPT ECONOMIC 
OBJECTIVES AND PROGRAMS THAT WILL BE ABANDONED JUST AS 
HASTILY WHEN OTHER PROBLEMS EMERGE. THE FUNDAMENTAL 
OBJECTIVES WILL NEVER DISAPPEAR, THEY CENTRE ON TWO ISSUES: 
THE CAPACITY OF THE CANADIAN ECONOMY TO STAY ALIVE AND WELL, 
AND, THE ABILITY OF GOVERNMENTS TO MANAGE THAT PROCESS 
WELL SO AS TO ACHIEVE THE IMPORTANT GOAL OF BRINGING BETTER 
EMPLOYMENT OPPORTUNITIES ACROSS CANADA, 
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Mr. Chairman: 


When endeavouring to establish long-range economic 
geais, I believe most of us as leaders of governments are torn 
between an attempt to reduce taxes and government expenditures on 
the one hand and the need to continue reducing disparities and 
economic injustice on the other. I believe this conflict forces 
us to establish clearly in our minds certain basic commitments and 
to ensure that these are translated into tangible economic goals; 
otherwise, governments could contribute to undoing much of the 


progress that has been achieved over the past few years. 


In this statement dealing with a review of the economy 


I intend to focus my remarks upon: 


1. the process of establishing national economic 


goals or targets and 


“~ 


2. the need to harmonize provincial planning and 


national planning. 
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Bi. yartoxan ECONOMIC TARGETS 


While it may seem to be true that the whole is greater 
9 than the sum of the parts, it is our view, nevertheless, that the 
national economy is comprised of many small, interdependent economies 
which have different potential opportunities, different deficiencies 
and different needs. We are convinced that Canada needs national 
economic policies but these policies must fit well with those 
established regionally and vice versa and together they should lead 


toward some reasonable balance of growth and opportunity throughout 


the country. 


® Therefore it seems to us that @ substantial effort to 
examine and predict the impact of national targets upon regional 
economies must accompany or, indeed, be an integral part of the 


national target-setting exercise. If this is not so, we may find 


that national targets will be excessively based upon national 
averages and this could result in our nation adeoting policies that 
tolerate or even reinforce extremes in some regions. We have all 
heard the story of the man with his head in the oven and his feet 

in the refrigerator who, on the average, should be pretty comfortable. 
So dealing in averages can oft-times be misleading and could, for 

By etiis. casult in tolerating extremely low rates of growth or high 
rates of unemployment in some areas of the country because on average 


3 we’re doing reasonably well. 
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Equally important is the possibility that national 
targets could actually negate targets established by regional 
economic plans, unless, of course, nmatianal goals are an aggregate 
of regional ones or unless provinces have enough information to 


take national goals into account in their economic strategies. 


I do believe that the process of national target setting 
would be furthered if the federal government. would publish with its 
national targets the forecasted regional cutcomes that will result 


from these naticnal targets before we all subscribe to them. 


2. REGIONAL DEVELOPMENT 


Mr. Chairman, I strongly believe this country will always 
face a crisis respecting unity so long as widespread disparity exists: 
SO long as most of the wealth generating capacity is located in 
particular sections of the country and the rest of us are perceived 
as living on handouts, and, so long as a large number of Canadians 
suffer Trom inadequate opportunities, not because they are 


poorly educated or inept, but because they have their roots ina 


Particular region of this country. 


This is net to say that joint government action has not 
been effective in reducing such disparity. Indeed, the efforts of 
the federal and provincial governments have, I believe, been impressive. 


With the assistance of DREE programs we, in Prince Edward Islund, 


have built industrial parks, fishing sorts, 


9 More Islanders are remaining in their native province, more people 
are employed, and we are producing a greater number of goods and 
services than ever before. We are heartened by national forecasts* 

9 indicating that in 1978 growth in Prince Edward Island will be second 
only to that of Alberta. While our unemployment rate is still high, 
well over 9 percent, we are pleased that it is lower than in times 
past and is much lower than many other areas in the country. And, 


this is in spite of steady increases in both our labour force and 


Participation rates. The service sector is, by far, the 


largest component in terms of output, employment, and employment 
growth, and construction continues to represent an inordinately 
large proportion of the gcods producing sectors, but the out. 50k for 


% agriculture and fishing is improving. 


Progress is most definitely being made. It is measurable 


from statistics and it is visible to residents and visitors alike. 


We plan to continue the developments which have produced these results. 


It is important to emphasize that such progress, which is 
not confined to Prince Edward Island, can come to an abrupt halt if 
governments in Canada adopt a position that their primary course of 
3 action should be to get out of the way and let the private sector do 
the job. Experience has taught us the private sector has to be 


encouraged by government to get involved in the development of our 


* Conference Board Quarterly Provincial Report, October 1378 


ne, 


Sigoed # son satan evivtn 4 Sip ad 
sad & Shoop fo +schomagr 2gheste, fe vatoviong:'ere ee 
"AS ReDETON fenoid a0) YUN Doria met “ote of eee, <i. 
bata +, SO sew OMe les ‘iipwns marked ma dws’ eer wel =o ae 
win tites 62 ‘dsen ngmyolguiny oe eleew ROGER Be ioe 
aumc? at sede towel 2h +) ce beet Sm eet Seapteg e oO. 
S29; TOD) eis ‘ i BR92 sate <rndm rani rahe Daal ai nade 
dtseocn ‘ i eS . 4 SALSTOING ‘tata g oe teh wet ; _ 
oe. i- 9 eh iets s: nO LEGS at Bory en 

seSaen by ’ — gta ythiles i gat ng Sanceagnes 
| a 
Tors 6 ree: ie + savniooore roztowesanes bite re an 
owe snisebery shenp aye t. | aera 
| Yams Bi nbs e bred ere 


Ste > jaot ef sees 
iy BS Cy. Legs 2G eee ee. a See eee 
il oe | 


2 Foren Lees (Pw. eer 'S.OVEb Gf acortgnos. oe 
’ { “al " au es die ’ ? * a « “ i . 
iy dghic emis i: toh Cf Jes toge. ci Ss 


aa j " 7 ’ * ; ® Ai" ’ [ a oa \* La 2 ewe BS 23 oe 


3 [ons etgavine sae ers Stipes Met pone. 


Oo. sneer 4 


igi 


CCl 2906390 ,2320g88 ds dor, cave to2sa00 | 


wp We 


it ' 
r 7 
ee eee ae Le eet epi 2 Lee oF awk! 


9 region. If governments step aside, the job won't get done. We 
: regret this. And we hope it will change. But, it is painfully 
obvious that, apart from a few companies, such as. Northern Telecom 
which has been sensitive to regional economics in Canada, the private 
Y) sector seems to feel Little sense of a responsibility toward contributing 


to balanced economic growth in this country. 


I am not suggesting that private companies assume unrealistic 
risks or extra costs that would destroy their competitive advantage. 
But if a firm is planning to expand anyway, surely the officials of 
the company could investigate possibilities of locating some operations 
in various regions of os country. If they do they may be pleasantly 
Surprised. But, until now we have had litt e success in attracting 
% national businesses. Most of the enterprises that have contributed to 


the diversification of our economy have con2 from Europe. 


While increased participation by the private sector is 
necessary to create balanced growth, government involvement must 


be carefully planned as well, 


An important principle should be: governments must not 
reduce the funds available for economic opportunities as a means of 
9 providing funds for welfare type programs. I want to emphasize there 
are two ways we can go about raising the incomes of the poor: they 


can be given money or they can be given Gppartunities to support 
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® themselves. I am afraid that as Canada reduces its expenditures it 
will place tco much emphasis upon continuing and even expanding 
the redistribution of income to individuais at the expense of cutting 


back On Money spent to give people opportunities tO work. | 


We think similarly about job creation efforts. Often 
these programs result in people doing tasks which have little 


Significance in creating wealth or contributing to the building of 


Our economy. 


In fact, temporary programs often raise expectations that 

particular services will ‘ontinue with the result that after the 

federal funding ceases th: provincial government is ere with the 
® 
problem of continuing these services or deal with the complaints of 
citizens after the programs are terminated. Therefore, if make-work 
projects are necessary, they should fit as pieces of a provincial 
economic strategy that will result in a permanent contribution to 
the provincial and national economy. Although progress has been made 
in improving consultation between federal and provincial governments, 
I think we must continue to stress this need especially when planned 


national activities will have an impact upon regional economic develon- 


frank. 


Mr. Chairman, governments must not apologize involving 
themseives in national economic affairs. They must set goals and ach: 
them and this process must be a coordinated one if it is to result in 


balanced growth throughout the country. 


mow \ “4 
‘ 
ei, 
: Le 
i ‘ 
i] 
‘ 
‘ 
7 £ Tee 34 )s whe 
% 
‘ . 
‘ 
¢ i 
vy 
i] 
-~ 
oe 
S 4 
7 ‘ 
ae | - 
® 
re 
F . 
§ 
a 
A f 
} 
a 
ie. e « 
. 


bint vepel’ Tiistte pimonens taaone 


pits - OAL! 


’ a 
at af aieubevehel ce emg: 2 “So oer 


g..'2 swat shyong: ov ox ’ ay, 
oe jong Ovep tea ‘Yaron: 


" . com #ed neue: af @anmed 


_ 
» RAO 


uy 
Yoe2 of 
Sh A ie 
a vf ~* epee Baer 
z ' 
wid ~ r WT fone 


A _ oie) Oat 
y i 

f j 

cL per ; “ f " Serra 

aa 
rifun bie lads 
} . mes 2 ¢ Hisrtsts ~<a ace pr. Voe 
Q gf rstte Of etpdésno: See ae) 
of { a 
a “eg s 
, 1s eves \p a 
. 


wt 2 Sure erominieveD penta hesie 


' 
1 m 


Zi ono bosasiktbvaensd ch sti 2e0m seeped 
1? P Ss f or OS 7 
ts nwa pris aur oe ha Aa 
ts gio ‘ 
Pay; 


Z oF i y = 


OPENING STATEMENT 
ON 
THE FISHERIES SECTOR 
TO THE 


FIRST MINISTERS ECONOMIC CONFERENCE 


OTTAWA ar NOVEMBER 28, 


1978 


z00- 1 (Oma 
Government 


omnia 
Publications 


“ 


a 


Mr, Chairman: 


Without doubt, the fishery is one of Canada’s 
most promising industries. It is making an important 
contribution to our national economy and te 4 greater 
extent it is being relied upon by coastal provinces to 
provide a fixm basis for their economies. 

Last year fish exports earned Canada over 
800 miliion dollars. This is more than double the 
value for fish exports five years ago and substantial 
increases are expected in the years to come. Such results 
are having an extremely positive impact upon cur regional 
economies . 


i was personally impressed by a statement made 


recently by the Honourable Walter Carter to 4 meeting of 


Pisheries Ministers wherein he compared the significance 


of the fishery in our region to the importance of energy 
$m the west. "It is," he said, “the basis upon which most 


of our future lies." 
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While thia may be especially true in 
Newfoundland, the fishery, which presently employs over 


ten percent of Prince Edward Island's previncial 


work force, figures prominently in our province's 
future economic development as it doas in the other 
Atlantic provinces. 

Obviously, the subject is too vast for me to 
effectively summarize all of the issues associated with 
governments’ involvement in the continuing economic’ 
development of this resource. Since I must choose an 
emphasis, I will focus my remarks upon the roles that 
respective governtents are playing in developing and 
managing the fishery. I hope such a lead-off statement 


will accurately deseribe the main problems that require 


resolution and will contribute to sroeductive discussions 


during and after this conference. 
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According to our present frame work, these are 


what I perceive to be primarily federal responsibilities: 


1. Determining requirements fer 


research and undertaking research in 


order to provide management authorities 


and the fishing community with necessary 


information ineluding the numbers and 


rovementa of variguG species of fish as 


woll as their potential to reproduce and 


be harvested: 


2. Managing and ensuring the conservation 


and protection of salt water and anadromous 


Bpecies by extablishing total 
Allowable catch limits, allocating quotas 


and establishing agreements with foreign 


nations: 


3. Building and maintaining ports and 


harbours; 


4. Batablishing and maintaining quality 


and grading standards which relate to the 


needs of the marketplace: 
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S. Promoting increased Canadian 
participation in international fish 


markets: 


6. Participating in the renewal 


and modernization of the fishing fleet. 


This brief list, i kolieve, represents the 
basic responsibilities that most; provinces expect the 
federal ae a to perform. I intend to elaborate 
further upon the relationshins between the levels of 
government reqarding these necessary functions but first 
I should like to epecify what I understand to be previntial 
responsibilities. 

lL. Purthering eee 

of individual fishermen and fishing 

communities by assisting fishermen 

to Obtain vessels and gear and by 

improving facilitics on shore which 


fall under provincial jurisdiction: 


é, Assisting fishermen to develop 


and improve marketing methods; 
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3. Ageisting with the deve lopment 
and modernization of systems to handle 


and process fishy 


4. Providing extansion programs and 


other training for fishermen. 


Although each of these is regarded as 
primarily 4 debviter sh responsibility, this does not 
preclide the involvement of federal funds thrcugh 
cost-shared progratse which are designed to enable 
less wealthy provinces to increase the productive 
capacity of their economies and such federal 
involvement does not reliéve provinces of these 


responsibilities. 


While we may agree that the foregoing constitutes 
& basic description of respective federal and previncial 
roles, this is not to say there ia no diaagravment over 
hew each discharges its responsibilities. Some provinces 
are convineed that changes are necessary to Sliow more 
provincial sharing in these responsibilities in order to 
facilitate ® more orderly development of economic oppoxtunities 


and of local economics. YF feel it would be helpful to cur 
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discussions if I summarize some of the provincial views 
which have heen expressed regarding the federal functions 
which I previously identified. 

Most provinces agree that the federal govern- 
Ment is best equipped to take the lead in research. 
Certainly, the smaller provinces would be financially 
strained if they attempted to undertake this responsibility. 
Moreover, it is likely that duplication and overlap could 
result if many provinces entered this field. Nevertheless, 
* some provinces feel satrongly that there shouldbe provisions 
fer provincial imput into decisions concerning research. 
Indeed, one province has argued in favour of increasing - 
opportunities for the private sector to participate in | 
research activities. There i¢ a great deal more that could 
be said about research, but I believe most provinces do not 
regard it as great an issue as management of the resource. 

Every coastal province we contacted indicated 


a strong interest in increasing ite province's participation 
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) in management of the resource. I deubt that another single 


igsue is regarded as being more important. 
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But, I think it is fair te say that the 
provinces do not entirely agree among themselves 
regarding the extent they can or should be involved. 
Sema provinces have already recorded strong objections 
to any action that would recognize the principle of 
Provincial Maritine Territoriality. They maintain 
that migratory fish do not belong to a particular 
province merely because they congregate near its shores 
at certain times of the year. 

Other provinces, while not disagreeing with 
this position, insist, nevertheless, that certain stocks, 
although migratory, dwell primarily adjacent tc their 
shores. They object to licenses being issued to large 
vessels based in other provinces which take a high 
proportion of the allowable catch of these stocks and 
return them to their native province for processing. 
The prospect of this happening creates particular 
apprehension if, in the provinces closest ta these 
stocks, processing plants are idie or underused and if 


there is widespread unenplovment. 
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Consequently, some provinces feel that it 
igs only just and fair that they participate in making 
the decisions that affect fish etocks upon which their 
rural communities depend and which have 4 major role 
to play in their future over-all economic development. 

Competition ia not restricted to differant 
provinces. In Canada there sre several examples of 
fishermen from the same province vying for the right 
to fish common stocks. To a certain extent this ia 


truce on the west coast where fishermen from the north 


coast compete with those from the south. This situation 

¢an also be found in the Atlantic. And so it ia that seven 
those provinces which do not face competition with others, 
believe that they would benefit from increased involvement 


in the control of existing fisheries and in the development 


of new fisheries. 


While some provinces favour, to 4 greater 


extent than others, freer aceessa to all stocks, I believe 
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that all provinces agree that provision should be 
made to angsure that the in-shore fishermen, who are 
lese mobile, have adequate opportunities to make a 
living. Opinions differ semewhat with reepect to the 
principles that would govern access to various stocks as well 
as the means of allocating them. Some provinces favour 
provincial quotas; others do not. And while some 
provinces advocate changing constitutional jurisdiction 
so ag to increase provincial authority, there is a 
considerable body of opinion which maintains that the 
main issues are economic and must be selved from an 
economic perspective. ‘Those who hold this latter view 
feel that changing the BNA Act would achieve littis 
in resolving the problems at hand whereas significant 
changes infmanagement practices could be achieved under 
existing jurisdictional authority. 

Regardless of who is right on this gquesticn, 
oer what means are proposed to rescivea it, it is fair 
te say that, while gome provinces tend to look toward 
the federal government to arbitrate differences, 
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@ll provinces feel they would benefit from greater 

involvement in management issues, especially in the setting 

of quotas, the issuing of licenses, and the contre] over 

non=migratory species such as shell fish and seaplants. 
Furthermore, all agree that such involvement 

should be more than advisory; rather, provision should 

be made for eri teel ko actually participate in the making 


of decisions. 


As regards the third function, the building and 
maintaining of ports and harbours, I sense that there is a 
feeling among some provinces favouring greater consultatione, 

On the other hand no particular problems seem 
to be evident with regard to the establishment of national 
standards fer quality and grading, ner the federal role of 
working with the private sector and other provinces in 


premoting international markete. 


I believe the Ross Report on marketing is stimulating 


considerable discussion in some areas. But, in a relative 
sense I do not believe this iasus is considered to be 


of equal significance with resource managerent. 
ee ese 


om 


a et LE | EE ee. 
i +, ee ee a 


%! Tf ASIe asa j b ddeteid h Tae aed Lat! conte, tis 7 


pz on. aly vd “ofel: wiciei'? 


ary 7 yates or <a 
fave ierwuao O87 ae .aehadoalt!t Wa reitcttoelin ila re ae 


~~ MBltgegg fase. bit Livia S “(fae at hot en wossiphenna 
| . ay . 
Tar Lewegh. tate 360) weioe Fis RD ae a 
\ 
. SO1' é sof M Zz gt ae mii? 2 ;* 


ob Lobe alas eee end have md 
pee }itnai atl on for geee + ise ag soni dwchean, 40%! shan a2) 
| me r ‘no Bo tl te. 


31g staoey a6 
a @ “ i 1S hiv @ bs S2IMOU7s) if #3%o97 TO estan dichial : 
n ae iD 2A Lyf 2%. 2o2nivese woah Cwm oii team 
baer M3SGOr Yaly OES Sileg ag Snag totes a ag ; 
Ou. on Ja 9 © tatpet ee f fealbiei. ortd 37 Se GPa nIltw tngltve eu aa’ 
[> @iet Lexvebe?. aft¥ wan /patdarxg hac yeilewe a2 atte a, 
| iwutlivesa' xeulte MTs Sethe S7aVi xq avg nsiw gah :. 
| | ‘Ofer s an ee eee oni 
en FT HALue lS is ren 163 © Jz9HAR AON ate evel feu 2Z 
evitutls a ol ee 


26438 agape gl okey akh Petco 


. aS > @ pvagel eidy oval t- a, 700 ob 4 


4 " ae 


Siem penn 4 fuoas' fttiw wane tage 


eJie 


The renewal of the fishing fleet is a 
controversial issue, but pecans it is 80 closely 
linked with Licensing some feel it Gannot be settled 
independently. Most provincial representatives emphasize 
that the replacement of relatively obsolete vessels is 
vital if our processing plants are to be supplied with an 


optimum amount of fish. 


I do net believe provinces are experiencing 
difficulties with performing the functions which I have 
described in this report as being chiefly their 
responsibilities. But there is some frustration because 
federal and provincial civil servants are beginning to 
compete ag both attempt to perform extension functions. 
Provinces believe this te be their responaibility. It is 
-&@ cOmmon perception in the provinces that they can do a 
better job in these areas because their administrations, by 
virtue of their lecation and size, are closer and more 
attuned to the communities. 
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Mr, Chairman, I recognize that this brie®. 
summary could not do justice to all the issues. In fact, 
it has not even considered all of the fisheries in Canada. 
I am aware that there are thousands of fresh water fishermen 
in Canada who live between our coaste; but, I do net think 
that in such a short time I could have done justice to 
their cause. I leave it to their own provincial 
representatives to decide whether there are issues relating 
to this fishery which should be considered at the 
federal-provincial conference. 

What I have attempted to do is to deseribe, 
as I gee them, the issues which are significant to 
economic development, particulariy along the Atlantic 
coast. I am not attempting to speak for others, nor have 
other provinces endorsed these remarks. I ieave each | 
province to gpeak for itself. / 

¥ make these remarks with the hepe that this 
summary of problems may Free this conference from 
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devoting all of the time allocated to the fisheries 

sector in describing the problems. Instead, I hape 

this statement will make it possible for us to search 

fex solutions. <A positive outcome of this conference, 

would be agreement upon a series of steps leading to 

a solution of the problems associated with the management 
issue, specifically quotas and licenses. I am confident 

that such an outcome is possible and that workable solutions» 


are, indeed, within our grasp. 
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Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


RECOMMENDATIONS 


National income and price objectives, consistent with our 
medium term goals for reducing unemployment, should be 
established. 


The indexing and income averaging provisions in Canada's 
tax system should be reviewed in terms of their potential 
for contributing to Canada's anti-inflation objective. 


The Centre for the Study of Inflation and Productivity 
should be encouraged to maintain an active role reviewing 
and commenting on major pace-setting price increases 
and wage settlements in Canada. 


All governments and their agencies in Canada should 
recognize the vulnerability of wage negotiations 

to settlements in the public sector, and take steps 

to ensure that public sector settlements do not establish 
unwarranted norms. 


Safeguards on Canadian shares of technology develop- 
ment, investment, employment, value-added and sourcing 
of supply for Canadian subsidiaries of multinationals should 


be given due emphasis. 


A concerted effort must be made to encourage Canadian 
enterprise to participate in trade opportunities arising 
from the growth programs of developing countries. 
Appropriate export vehicles and services designed for 
small and medium size Canadian corporations should be 
an integral part of this initiative. 


Policies should be designed to reduce Canada's huge 
balance of payments deficit in the import of the services 
of managerial, technical and marketing know-how by 
utilizing the talents of Canadian graduates. 


A major program should be developed to redirect a 
substantial portion of present federal Unemployment 
Insurance funding to subsidize job creation and finance 
effective on-the-job training programs. 


Consideration should be given to amending Canada's 
capital gains tax to ensure that it is not discouraging the 
domestic flow of private equity investment. 


Ways and means should be found to increase the flow of 
equity investment from Canadian financial institutions. 


Energy sector developments should be economic, and 
initiated in a manner that will maximize the long term 
benefits to Canada without impairing the prospects for 
growth in other sectors. 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Recommendation: 


Constitutional revisions should provide, as a major 
objective, a strong Canadian common market in which the 
free and undistorted flow of individuals, goods, capital 
and services is assured. 


Constitutional revisions should provide a clarification of 
federal and provincial roles in economic policy so as to 
strengthen federal responsibilities for economic and fiscal 
matters of national impact and provincial responsibilities 
for local activities. 


New efforts are required to harness federal and pro- 
vincial government purchasing policies to achieve 
national development goals. 


Regional development policies should be designed to 
accent resource, geographic and manpower advantages. 


A meeting of First Ministers on the economy should be 
held at least once a year. 


Ministers of Finance should be given the task of 
maintaining the overall economic co-ordination, planning 
and broad target setting exercise for consideration 

by First Ministers. Other federal and provincial ministers 
should be given the responsibility to bring forward issues 
requiring the attention of First Ministers. 


ECONOMIC POLICY PROCESS 


A central feature of the debate on economic issues over the past year in 
Canada has been its growing coherence and openness. The process of making 
economic policy is often overlooked in the advocacy of particular directions in 
economic management. Nonetheless, an open and public process for identifying 
the issues and reaching a consensus is essential to successful policy, particularly 


in a federal state. 


Canadian federalism exists as a response to cultural diversity and 
regional differences in objectives, expectations and economic structure. At a 
minimum, the smooth functioning of federalism requires communication and 
consultation among governments and between governments and the public. Now, 
at a time of economic uncertainty, it is essential that there be co-operation, and 


co-ordination as well. 


FIRST MINISTERS: THE ECONOMY 


The February Conference of First Ministers on the economy represented 
an important breakthrough in economic policy formation in Canada for a number 
of reasons: 

. Economic initiatives were openly and publicly discussed and debated 

by the First Ministers of the eleven senior governments in Canada; 


- The broad outlines of a far-reaching and coherent economic strategy 
were hammered out. That strategy is aimed at restoring private 
enterprise as the engine of economic growth in Canada; 


. First Ministers set forth ambitious targets and rules that will provide 
strict discipline on the exercise of public policy in Canada; and 


. The private sector, through the sector task force exercise, was invited 
to participate in the discussion and recommendation of economic 
policy. 


At the February Conference, Ontario accented two broad policy thrusts 
that ultimately shaped the final communique and the subsequent follow-up 
initiatives. These were: 

. That all governments attempt to contain the growth of the public 
sector in Canada in both expenditure terms and in regulatory activities 
in an effort to "free-up" resources and initiative to the private sector; 
and 

. That a positive enterprise strategy be designed to provide incentives 
and freedom to the consumer, to business and to workers to stimulate 


the rate of spending, investment, employment and productivity growth 
in the Canadian economy. 


These principles form the basis upon which economic policy in Canada should be 


founded in both the short and the medium term. 


ECONOMIC PERFORMANCE 


Last February, Ontario released An Economic Development Policy for 


Canada. That document set out and contrasted Canada's recent performance in 
incomes, jobs, investment, prices, productivity and trade with the published 
federal targets for the medium term. Ontario was prepared to endorse the 
federal targets as appropriate goals for guiding First Ministers in developing a 
framework for national economic policy initiatives. There were, however, large 


gaps between past performance and future targets. 


MEDIUM TERM GROWTH TARGETS Table 1 
Annual Average 
Percent 

Actual Target 

1973-77 1978-81 
GNP Bee, OP) 
Jobs Donk Fase (ss 
Investment Dio Te 
Prices 970 ee 
Productivity 0.8 7s A 
Exports Syed) 6.4 
Imports Ga SD 


Source: Statistics Canada and Finance Canada. 
Note: GNP, Investment, Exports and Import growth are all expressed in real terms. 


* Inflation target for 1981. 


Ontario's view was that a successful attempt to meet the targets would 
require significant policy changes. Accordingly, Ontario mapped out a strategy 


designed to: 


. ensure longer term price stability; 
. encourage investment and improve the business climate; 


promote market expansion and competitiveness for Canadian goods at 
home and abroad; and 


. deliver growth to all regions of Canada. 


The federal targets recognized the crucial role of investment and job 
growth in the manufacturing sector. Manufacturing and energy investment are 
identified as the principal sources of growth over the medium term. Similarly, a 


central focus of the Ontario strategy was on manufacturing. 


Ontario's special concern for manufacturing relates to the fact that 50 
per cent of Canadian manufacturing jobs and output are in Ontario. The 
performance of Ontario's economy and the well-being of its citizens depends 
crucially on the capacity of the Ontario economy to generate job opportunities in 
this sector. But it must also be recognized that a healthy environment for 


manufacturing provides opportunities and benefits for all regions of Canada. 


Since February, there has been some indication of Canada's economic 
performance in light of the actions of First Ministers. There has also been a 
further opportunity to evaluate the short term strengths and weaknesses of the 
economy and the implications for achieving the medium term targets. New policy 
initiatives developed from the February communique and follow-up. Many of 
these initiatives will not yet be reflected in Canada's economic performance. 
However, consumers and businessmen have become more aware of and involved in 
the development of economic policies, and a greater sense of certainty and 


confidence about the future has been achieved. 


Job growth this year has been encouraging. An estimated 320 thousand 
jobs will be created this year in Canada, with about 126 thousand of those jobs in 
Ontario. Canadian incomes have grown somewhat faster than last year. This job 
creation and income growth reflects a marked improvement in international 


competitiveness and the dramatic impact that this can have on short-term 


performance. Moreover, over 90 per cent of the jobs created in Ontario in the 
past year have been in the private sector; a tribute to the restraint efforts that 
have taken Ontario's budgetary expenditure growth down from a peak of 20.8 per 


cent in 1974-75 to 6.9 per cent this fiscal year. 


The federal restraint and reallocation exercise announced this summer 
should multiply the gains already made. Federal spending plans for next year 
suggest that they will now be in line with the target of containing government 
expenditure growth to less than GNP growth as agreed to by First Ministers last 
February. In doing so, however, the provinces are being asked to carry a 
substantial portion of federal restraint, as payments to the provinces will be cut 


by several hundred million dollars. 


Ontario's initiative in securing a joint federal-provincial funding of the 
provincial retail sales tax cut has resulted in stronger domestic sales and 
production, as well as lower consumer prices through this year. The recent 
federal move to lower the federal manufacturer's sales tax by 3 points should help 
to sustain this beneficial effect. Nonetheless, despite the improved performance 
this year, there are a number of uncertainties on the horizon for next year and 


beyond. 


This year's overall economic performance was short of the targets for 
income, productivity and price performance put forward by the federal 
government in February. For 1979, high inflation, erosion of domestic consumer 
demand and the possibility of a much slower growth in the U.S. economy, may 
mean that Canada could fall even further behind the targets. In October, nearly 
800 thousand Canadians were looking for work, almost one-third of these in 


Ontario. Despite the rapid rate of job creation achieved, these figures point to 


ZdGe ie 


the difficulties faced in absorbing into the workplace a dramatic increase in our 
labour force, and particularly young people looking for their first job. They also 


underline Ontario's special concern with policies to deal with industrial expansion. 


Despite these difficulties, however, the economy is in a position to move 
onto its target growth path. This is evident in the encouraging increase in 
production, next year's investment plans by large Canadian corporations and 
Canada's improved cost and price competitiveness. Nonetheless, our success in 
achieving these goals depends crucially on the maintenance of an overall policy 


focus on economic management and the restoration of a climate of confidence. 


For the medium term, therefore, Ontario is of the view that economic 
initiatives should build on the progress made by First Ministers last February in 
putting forward a series of consistent and comprehensive policies. Priority should 
now be given to actions which will: 

ensure continued progress toward reducing the underlying rate of 
inflation in Canada; 

- improve marketing capabilities and intiatives to gain access to foreign 

markets and, in particular, new markets in the rapidly growing Third 


World countries; 


provide incentives to speed the integration of a rapidly growing and 
highly educated work force into productive employment; 


- maximize the flow of domestic savings into equity support of Canadian 
entrepreneurs; and 


- encourage the development of a truly national economy within Canada. 


CANADA'S MEDIUM TERM PRIORITIES 
INFLATION 


In a country as open to international trade and investment flows as 
Canada, price stability is not a separate objective from full employment. 
Canada's inflation experience of the early seventies, culminating in a substantial 
increase in unemployment and depreciation of the value of the Canadian dollar, 
bears witness to the importance of maintaining an appropriate anti-inflationary 
environment. Attainment of the medium term growth and employment targets 


will be critically dependent on achieving the wage and price objectives. 


Restraining nominal income increases to levels comparable with those of 
Canada's major trading partners is the other side of the cost equation for ensuring 
international competitiveness. Price increases emanating from dollar depre- 
Ciation, crop failures and energy shortages imply that society is less well off in 
real terms. Moreover, Canada's overall productivity performance remains 
Sluggish. Paying higher money incomes in futile attempts to offset these higher 
costs, without real improvements in our productivity performance, can only lead 
to further inflation, further dollar deterioration and a further decline in real 


incomes. 


Recent experience in Canada, the United States and other industrialized 
countries indicates that the nature of the underlying causes of inflation has been 
changing. Large relative price shocks in food, energy and imports coupled with 
institutionalized price and wage setting rules (cost-plus pricing and indexing, for 
example) designed to pass on cost of production or cost of living increases result 
in. successive rounds of generalized price increase. Even monetary restraint may 


not be effective in slowing this process dramatically. Slack market conditions 


often do not impact on either the institutionalized rules for wage and price 
setting or the underlying supply shortages that may have first triggered the 
process (e.g. crop failures). Moreover, unemployment that results from large 
numbers of new entrants, in contrast to increased lay-offs, does not have the 
same restraining effect on wage demands of employed workers. In short, slack 


markets and monetary restraint alone are not assurance against further inflation. 


Our major competitor, the United States, has recognized these issues, 
and, in addition to pursuing monetary and spending restraint, has embarked on an 
ambitious and novel program to influence wage and price behaviour in both the 
public and private sectors. Canada's medium term employment and price targets 
will be in serious jeopardy if the United States achieves relative success in this 


program. 


Thus, Ontario remains concerned about the performance of wages and 
prices and our ability to meet the medium term targets. 

Recommendation: National income and price objectives, consistent with our 
medium term goals for reducing unemployment, should be 
established. 

Restraining nominal income gains below increases in consumer prices, 
when these prices have been rising because of factors originating outside Canada, 
is essential to our economic well being. It should be recognized, however, that 
Canada's tax system provides some relief to Canadians whose incomes do not rise 
as fast as inflation. This benefit flows from the inflation indexing of the tax 


system and should not be overlooked in making income demands. 


ANTI-INFLATION TAX INDEXING EFFECT* Table 2 
Percentage 
Gross Income Average 
1978 1979 1979/1978 
S % 
Case |: 
- Before tax 14,000 14,840 6.0 
. After tax 11,883 123659 6.5 
Case 2: 
- Before tax 14,000 15,680 i220 
. After Tax 11,833 13,245 js 


* Married taxpayer, one income earner and two children under age 16; gross 
income excludes family allowances. An inflation indexing factor of 9.0 per cent 
applies for 1979. 


Note: For purposes of focusing the illustration on indexing, only those personal 
exemptions subject to indexing are considered in computing taxable income. The 
impact of the federal tax reduction, child tax credits and the Ontario tax credit 
system is ignored. 


Source: Ontario Ministry of Treasury and Economics. 


The table above shows how an average taxpayer whose gross income rises 
next year by six per cent will, because of indexing, find his after-tax income 
rising by 6.5 per cent. Conversely, the tax system imposes some penalty on 
individuals whose income growth exceeds the indexing factor. Overall, the 
benefits of indexation in protecting the taxpayer against inflation in the tax 
pentane are substantial -- some $1.6 billion will be returned to taxpayers from 
federal and provincial governments in 1979. It is possible, moreover, that the 
distribution of inflation compensating benefits could be skewed more 
dramatically to benefit those whose incomes do not rise as fast as inflation. 
Recommendation: The indexing and income averaging provisions in Canada's 


tax system should be reviewed in terms of their potential 
for contributing to Canada's anti-inflation objective. 
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Critical to achieving post control anti-inflation objectives will be the 
ability to maintain public confidence that those groups with significant economic 
power will not touch off further attempts to "catch-up", "protect" or "augment" 
their incomes at the expense of others. Accordingly, there is concern that 
Canada's new inflation monitoring agency, the Centre for the Study of Inflation 
and Productivity, has not adopted a high public profile. That agency, in its 
educative function, must publicize not only those serlenene or price increases 
which are excessive but also point to those settlements showing commendable 
restraint. 

Recommendation: The Centre for the Study of Inflation and Productivity 
should be encouraged to maintain an active role reviewing 
and commenting on major pace-setting price increases 
and wage settlements in Canada. 

Wage settlements involving a prominent group of government employees 
often set the standard for settlement in other sectors. The importance of the 
demonstration effect of wage settlements in the public sector was recognized by 
First Ministers at the February Conference. It was concluded that it was vital, 
as the Canadian economy moved out of controls, that wage increases for public 


employees not lead those in the private sector. 


In this regard, the recent federal government settlement with the 
outside postal workers seriously jeopardizes the commitment to wage and price 
restraint. Indeed, the Economic Council's monitoring agency notes of this 


settlement that: 


If the private sector and the rest of the public sector were to follow the 
pattern of this settlement, with rates of increase a couple of points 
above the CPI, and an acceleration of rates of increase in the latter 
stages of a contract, it would in our judgement be extremely difficult to 
bring down the rate of inflation in this country. 


Recommendation: All governments and their agencies in Canada should 
recognize the vulnerability of wage negotiations 
to settlements In the public sector, and take steps 
to ensure that public sector settlements do not establish 
unwarranted norms. 


EXPORTS 


The federal targets put a heavy emphasis on a strong export performance 
in the medium term. Declining population growth in Canada implies that 
domestic demand will not be growing as strongly as in the past. Consequently, 
much more attention is directed at the external trade sector as a potential 
source of economic growth. But just as the demographics indicate modest 
growth in Canada, so too is it the situation in other industrialized countries. The 
competition for markets and for investment can be expected to intensify. 
Indeed, it is already doing so; at the same time that the world is moving closer to 
general tariff reductions in the current GATT negotiations, there has been an 


increase in non-tariff barriers by most countries to protect domestic markets. 


Nonetheless, should Canada's traditional trading partners in the 
industrial world embark on a steady expansionary course they would provide 
considerable stimulus to the export sector. Additionally, the task of attaining 
the strong growth targets might be facilitated by the restored competitiveness 


brought about by a depreciated dollar and slower rising domestic costs. 


It would be risky, however, to assume the most favourable set of 
oan aires. In fact, the potential for intense competition combined with a 
less than robust industrial expansion abroad, suggest that top priority should be 
given to a strategy for maximizing the chances of success. Analysis of Canada's 
trade structure and shifts in the international economy indicate that the 
essential ingredients of any strategy for the medium term and beyond are: 

. an emphasis on marketing approaches and intergovernmental nego- 

tiation to penetrate non-price barriers in industrial markets; and 


. cultivation of new markets for manufactured goods, tourism and 
technical services in rapidly-growing developing economies. 
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In February, the Ontario government made the following recommen- 
dations: 

The federal Enterprise Development Program (EDP) should focus its 
grants on international marketing initiatives such as test marketing 
and start-up costs for sales outside Canada. 
The EDP should also develop specialized marketing services to assist 
Canadian manufacturers to break through complex government 
procurement regulations and to deal with less developed and state 


trading countries; and 


Trade sensitive industries should not be restricted from mergers by 
either the Competition Act or FIRA. 


While some useful first steps have been taken by the Export 
Development Corporation in easing export financing impediments, much more 
needs to be done to improve access to both traditional and new markets. For 
maximum benefit, export initiatives must shift Canada's trade structure toward 
upgraded and finished products. 

Recommendation: Safeguards on Canadian shares of technology develop- 
ment, investment, employment, value-added and sourcing 
of supply for Canadian subsidiaries of multinationals should 
be given due emphasis. 

Recommendation: A concerted effort must be made to encourage Canadian 
enterprise to participate in trade opportunities arising 
from the growth programs of developing countries. 
Appropriate export vehicles and services designed for 


small and medium size Canadian corporations should be an 
integral part of this initiative. 


MANPOWER 


In the medium and long-term, Canada must compete in the high skill- 
intensive range of the industry spectrum. Low wage competition from 
developing countries and the nature of international market growth opportunities 
provide little option. This requires that Canada achieve high productivity growth 


for both labour and capital. 
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The well documented inefficiencies of Canada's capital stock and, 
correspondingly, of its productivity can be corrected by wider market access to 
achieve economies of scale. Improved productivity depends on the structure of 
the industry, on marketing strategies and their effectiveness, and on strategic 
financial backing. Indeed, productivity on the assembly line often depends on the 


effectiveness of the activities of the head office. 


The most profitable enterprises with the most rapidly growing, yet 
secure, work forces are those characterized by high skill intensity in both white 
collar and blue collar functions (e.g. technical, managerial, marketing, financial 
and industrial trades personnel). Most multinational enterprises are character- 
ized by these features, as are the most dynamic of small enterprises. These are 
"knowledge-intensive" organizations. Yet Canada has a huge and growing 
balance of payments deficit, over $1.3 billion in 1977, in its import of the 
services of managerial, technical and marketing know-how. It also has a huge 


and growing deficit-in the import of high-skill or knowledge intensive goods. 


It is in these "knowledge-intensive" activities, therefore, that much can 
be accomplished. There are problems in financing such activities which must be 
handled through capital markets; there are also problems of inducing both 
domestic and foreign owned corporations to undertake more "high-skill" 
activities in Canada. Nonetheless, the need to overcome these obstacles is 
clearly evident. Not the least reason for this is a growing labour market 


imbalance for college and university graduates. 


Last February, Ontario recommended improved incentives for Canadian 
employment in research, design and development. Since then a number of 


important new initiatives by both the federal and provincial government have 
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been taken. Nonetheless, it is important to widen understanding and support of 

the range of human skills and knowledge necessary to make a_ successful 

innovation. That is why Ontario included the essential design function in its 
proposals for improved incentives. 

Recommendation: Policies should be designed to reduce Canada's huge 
balance of payments deficit in the import of the services 
of managerial, technical and marketing know-how by 
utilizing the talents of Canadian graduates. 

While many skills may be in short supply, youth, in particular, face 
increasing difficulty in obtaining employment, primarily because of a lack of 
marketable skills. A comprehensive manpower strategy is required to bridge the 
gap between unemployment and skill shortages. Scarce public funds required to 
cushion short-term unemployment should also focus on increasing the long-term 
employability and skills of the unemployed. Moreover, such a redirection of 
funds, in underwriting the expansion of skilled industrial manpower, will be 
directly linked to an industrial growth strategy that promotes the development 
of indigenous technological capabilities and of internationally competitive 
industries. Ontario's "Skills for Jobs" conference, held in June, concluded that 


more flexible means were required to assist youth in the acquisition of skills. 


Last February, First Ministers agreed that priority should be placed on 
developing more innovative uses for Unemployment Insurance funds to provide 
productive employment opportunities. Recent changes to the federal 
employment strategy have resulted in a modest program to rechannel only $40 
million, from the more than two billion dollars the federal government spends 
annually on subsidizing the unemployment insurance fund, towards encouraging 


private sector jobs for young people. 
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Recommendation: A major program should be developed to redirect a 
substantial portion of present federal Unemployment 
Insurance funding to subsidize job creation and finance 
effective on-the-job training programs. 


INVESTMENT 


The development of indigenous entrepreneurship in Canada requires the 
effective utilization of Canadian savings to support innovative activities. 
However, as the Royal Commission on Corporate Concentration has recently 
pointed out, there is tremendous difficulty for small and medium sized Canadian 
companies to get equity financing. Indeed, in the past several years there has 
been a substantial and worrisome increase in the debt-equity ratios of Canadian 
corporations. In an environment of high interest rates the prospects for 


improved investment are significantly dampened. 


In response to tax incentives, Canadians place most of their savings in 
interest bearing instruments of financial institutions: bank deposits, trust 
company GIC's, RRSPs, RHOSPs, pension funds and life insurance. This 
institutionalization of savings has resulted in a conservative approach to 
investment financing. The Royal Commission on Corporate Concentration noted 
that the impact of the 1971 tax changes, "... has been to shift emphasis from 
seeking capital gains to investment in tax-sheltered or tax-free situations". This 


has constrained opportunities for developing indigenous Canadian entrepreneur- 


ship. 

Recommendation: Consideration should be given to amending Canada's 
capital gains tax to ensure that it is not discouraging the 
domestic flow of private equity investment. 

Recommendation: Ways and means should be found to increase the flow of 


equity investment from Canadian financial institutions. 
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Faced with an uncertain energy supply picture, Canada has mounted a 
massive exploration and development effort. Current optimism, however, about 
an improved domestic outlook for crude oil and natural gas supplies should not be 


allowed to breed complacency. 


Last February, First Ministers identified a number of priority energy 
projects. Many are scheduled for the 1980's and they could have favourable 
impacts on the economy through investment, job creation and stimulus to 


supplying industries. 


Since these projects will have a heavy capital bias, and therefore may 
cause displacement of investment in other important sectors of the economy, 
Care must be taken to assure that they are proceeded with on sound economic 
grounds, and on a schedule which is not premature. 

Recommendation: Energy sector developments should be economic, and 
initiated in a manner that will maximize the long term 


benefits to Canada without impairing the prospects for 
growth in other sectors. 


NATIONAL MARKETS 


Essential to Canada's economic future is the ability to overcome regional 
tensions and conflicts. A fundamental part of those tensions arises from the 
distribution of the burdens and the benefits of maintaining a single national 
economy - of maintaining a customs union of separate regions with a single 
national identity and purpose. Yet, the ebb and flow of economic activity, 
changing patterns and rates of regional economic growth, often serve to heighten 
these tensions and threaten the commitment to a common market and a common 


purpose. 
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With the meetings of First Ministers on the economy and the 

9» constitution, important steps have been taken to establish the broad outlines of a 
national development program. If, however, Canadians are to meet the 

challenges of fierce international competition, and to maximize national and 

regional employment and income potential, then it is absolutely essential that a 

free, undistorted flow of goods and services, of workers and of capital, between 

the various regions of this country be maintained. Protectionism and restrictions 

on mobility within the Canadian market are the surest ways to cripple efforts to 


be internationally competitive. 


The balkanization of the Canadian economy along narrow provincial or 
regional lines represents an enormous threat to producers who require large scale 
production to achieve international levels of efficiency. Moreover, it represents 
lost opportunities for Canadians at the forefront of dynamic, innovative, high 

> technology industry -- industries where ultimately we must compete if we are to 
avoid the quagmire of competition from the low wage, low skill industries of 
developing countries. 

Recommendation: = Constitutional revisions should provide, as a major 
objective, a strong Canadian common market in which the 
free and undistorted flow of individuals, goods, capital 
and services is assured. 

Recommendation: Constitutional revisions should provide a clarification of 
federal and provincial roles in economic policy so as to 
strengthen federal responsibilities for economic and fiscal 
matters of national impact and provincial responsibilities 
for local activities. 

Government purchasing policy is one area where Canadians must not 
allow narrow provincial interests to destroy opportunities to build world scale 


industries. Governments are major purchasers of goods and services in the 


} economy. The public sector in Canada has accounted for roughly 16 per cent of 
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all gross fixed capital formation for the past seven years. This is an enormous 
development tool that can be used for the benefit of all Canadians. It is one 
which has been used with devastating effectiveness by the Europeans, the 


Japanese and the Americans. 


Recommendation: New efforts are required to harness federal and provincial 
government purchasing policies to achieve national 
development goals. 

An efficient transportation system is essential to a free flow of goods, to 
bring people and markets closer together. The overwhelming need for the linking 
bonds of an integrated transportation system has been with Canada since 
confederation - indeed, beyond that even to the earliest fur trading days on this 
continent. Now, energy scarcity makes the construction of an integrated, energy 


efficient transportation system a national imperative. 


The vast distances of domestic and foreign markets make delivery times 
and reliability critical to capturing and holding those markets for Canadians. 
Transportation is key; without it Canadian industry is locked out of domestic and 
world markets. It is long past the time when the federal government should have 
fashioned the structure of transportation rates and systems that will open the 


doors. 


The free flow of goods depends, not only on having an efficient 
transportation structure in place, but also on the absence of government 
restriction. While Canada's constitution prevents tariffs against interprovincial 
trade flows, there are other barriers to the free flow of goods, people and 
capital. A host of regulatory actions and agencies exist within both the federal 


and provincial jurisdictions that retard mobility; for example, in labelling 
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policies, marketing boards, and product standards. Moreover, differential 
provincial tax and subsidy arrangements can be used to approximate the effects 


of a tariff. Efficiency demands a harmonization of regulatory and tax policies. 


Ontario based financial institutions and the savings of Ontario citizens 
will continue to be instrumental in development in all parts of Canada. There is, 
however, a philosophy held in some quarters that financial institutions should 
reinvest all the savings raised in a province in development projects within that 
province. That is a dangerous and divisive concept, and one that Ontario does 


not accept. 


Ontario has concerns about the efficiency and national interest of the 
process of recycling petro dollars within Canada. The assets of the Alberta 
Heritage Fund are in excess of 3.3 billion dollars and increasing at over | billion 
dollars per year. The forced savings implied by this fund have impacted 
adversely on short-term employment and price objectives in Canada. The 
economy has paid a heavy price for the delays in recycling this fund towards 
investments which encourage the development of indigenous entrepreneurs and 


the long-term benefit of all Canadians. 


Labour markets are another area where there is a need to rationalize and 
harmonize provincial and federal policies to encourage greater interprovincial 
mobility of skilled and professional manpower. The federal unemployment 
insurance program has, in various ways, contributed to the immobility problem, 
particularly in high unemployment regions. Similarly, various provincial 
regulations on certification of skilled tradesmen have reduced mobility, despite 
the important contribution of the Red Seal Program to improving interprovincial 


certification procedures. 


7 Ges 


Impediments to the free flow of goods, people and capital involve 
sensitive issues. Slow economic growth and high unemployment have 
contributed to a growing inclination toward protectionism and other forms of 
"beggar thy neighbour" policy. Recently in Canada, such practices have been 
experienced in tax policies, government procurement, mining development, 
occupational licensing, construction permits and in language policy. These are 
destructive not only of the economy, but also of goodwill and, indeed, Canadian 


society. 


The debate on the allocation of economic activity in Canada and the 
substantial regional disparities this has often created has tended to ignore the 
major contribution of Canada's richer provinces to fiscal redistribution within 
the country. In recent years, the question of fiscal imbalances has gained 
greater attention in the debate about the financial gains and losses of 
Confederation. Ontario made its contribution to this debate in a Budget Paper 
published with the Ontario Budget in 1977. This study confirmed that the 
Canadian federal system is working to redistribute resources from the rich to the 


poorer provinces to the ultimate benefit of all Canadians. 


What this study also demonstrates is the need to maintain strong 
economic performance and revenue generating capacities in the richer provinces. 
Regional economic development programs should be focused on regional 
strengths and not attempt to distort economic activity to the detriment of the 
entire country. 


Recommendation: Regional development policies should be designed to 
accent resource, geographic and manpower advantages. 
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CONSULTATION 
Consultation, co-operation and co-ordination are the bywords of 


successful economic policy. The fundamental reasons are well known: 
- The most fundamental problems are often national in scope and 
require a co-operative national response. 


- Economic interdependence often requires a co-ordinated federal 
approach. 


- Where labour mobility and capital mobility are so essential to efficient 
functioning of markets, it is imperative that governments co-operate 
to reduce and avoid barriers to that movement. 

- The basic structural diversity of provincial economies requires that 
national policy be sensitive to differential impacts on the various 
regional economies. 

The attempt to co-ordinate private and regional interests with public 


and national interests can only be successful if economic policy is 
understood, if there is confidence in it and if there has been open and 


free participation in its formation. 
Nonetheless, in recent years, despite the rapid increase in the scope and 
5) frequency of intergovernmental meetings, disharmony on the economic policy 
front was growing. This increasing lack of co-ordination and direction was 


compounded by: 


. Entanglement of different governments trying to do the same thing; 

. Encroachment as governments infringed on each other's activity; and 
. Constitutional grey areas where there are loosely defined divisions of 

powers. 

The ensuing multiplicity of regulation and red tape confused the private 
sector, caused delay and misunderstanding, and sapped the vitality of the 
Canadian economy. Moreover, there has, until recently, been little overall 
direction or strategy in the formation, design or implementation of national 
economic policy. As a consequence a major complaint of both foreign and 
4 domestic investors was the disharmony of Canadian economic policy at various 


governmental levels. 
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The Conference of First Ministers in February was an important first 
step in reaching a consensus on a coordinated national economic strategy for 
Canada. Given the importance of the emerging federal-provincial economic 


policy process, it is therefore important to refine and improve it. 


Recommendation: A meeting of First Ministers on the economy should be 
held at least once a year. 


Recommendation: Ministers of Finance should be given the task of 
maintaining the overall economic co-ordination, planning 
and broad target setting exercise for consideration 
by First Ministers. Other federal and provincial ministers 
should be given the responsibility to bring forward issues 
requiring the attention of First Ministers. 
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First Ministers have raised a number of major 
concerns relating to the structure and performance of the 
industrial sector. Many of these are key issues which will 
take continuing effort to resolve. 

To begin on the positive side, I would like to 
draw attention to some achievements since the First Ministers 
Meeting last February. Progress has been made on two fronts. 
First, the industrial sector is in better shape. Secondly, 
important policy initiatives have been taken in many areas, 
some of them as follow-up to the commitments of last February. 

Let me take a brief look at the current state of 
the industrial economy. We have experienced a modest but 
sustained recovery over the last 18 months. Real GNP grew by 
2.7 per cent in 1977 and at an annual rate of 4 per cent in 
Piewsest halt of 1978. 

Our economic growth has been led by strength in 
exports. This reflects the improved competitive position of 
our industrial sector, caused in part by the depreciation of 
Our. currency, as well as by moderation in wage settlements 
and good productivity growth. An improved energy picture, 
with significant new resource discoveries and the Canada-U.S. 
Alcan Pipeline Agreement, also has inspired greater confidence 
in the Canadian economy. 

The manufacturing sector has responded positively 


to these developments. 
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- Manufacturing real output grew by 3.8 per cent in 
iei7 and iby 6. 6per.centiitor, the first half of 1978, 
well above the growth rate for the total economy. 

- Manufacturing employment increased by 78,000 jobs in 
the first half of 1978, reversing a declining trend. 

—ain tne tirst Malt Om 1975. manufacturing shipments 
grew at an annual rate of 19 per cent, unfilled orders 
by 18 per cent, and manufactured exports by 23 per cent, 
although the size of the trade deficit in manufactured 
goods remains a matter of concern. 

- Our recent survey of intentions of 390 large firms has 
indicated they are planning to increase investments by 
16 per cent in 1979 over 1978 levels when measured in 
current dollars. In real terms, this translates into 
an 8 per cent volume increase. 

- For the second quarter this year, pre-tax profits were 
up almost 16 per cent over a year ago. This is not, 
however, an across-the-board improvement. Industries 
closely tied to exporting, including wood products, 
forestry, paper and allied goods, and primary metals, 
had the best profit gains. 

So it is clear that good progress has been made, 
even though we are not out of the woods yet. The trade balance 
and spotty investment and profit performance remain areas of 


concern. Uncertainty about the U.S. economy casts a shadow 
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On our prospects. Nevertheless, one important factor contri- 
buting to a better outlook facing our industries has been the 
more positive policy stance of governments since the last 
February conference. 
As an overriding commitment last February, First 
Ministers recognized that the private sector must provide 
the engine for economic growth and undertook to reduce the 
role of government in the economy. In this regard, federal 
and provincial governments have all placed strong emphasis on 
fiscal responsibility and expenditure restraint. 
With respect to other February commitments: 
- The Economic Council has its study of government 
regulation under way and has made a progress report 
to this Conference. 
- The federal investment tax write-off for new R & D was 
increased to 150 per cent in the April 1978 budget. 
In addition, in June new incentives were introduced to 
encourage the transfer of technology from government 
and ind verereen'e's to industry, and to use government 
procurement more effectively to accelerate technologi- 
cal development. 
- In May 1978, the federal government implemented its 


"Shop Canadian" Program. A number of the provinces have 
undertaken similar initiatives. 
- The Canadian Co-ordinator ‘for. the MIN and his staff 


have undertaken detailed consultations with the 
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provinces and the private sector. These consultations 


have had an important influence on Canada's negotiating 


position, and strengthened our hand at the MTN. 

Major changes have been announced in the Enterprise 
Development Program and PEMD to make them better instru- 
ments for adjustment in the 1980's. 

Changes include an increase in the EDP loan guarantee 
ceiling from $350 million to $1 billion, increased 
Support for innovation and restructuring, assistance 

for mergers between strong and weak firms, and increased 
export promotion efforts. A special MTN Panel will 
handle MTN-related cases. These measures complement 
changes to Manpower Programs to handle labour adjustment 
problems. 

The funding capacity of the Export Development Corpora- 
tion has been expanded significantly, from $9 billion 

to, S26 bal itons 

In the automotive sector, joint federal-provincial 
assistance was provided for a new engine plant in Canada 
directly creating 2,600 new jobs. The automotive compo- 
nents duty remission scheme was introduced to encourage 
foreign motor vehicle manufacturers to source parts in 
Canada. 

Mr. Simon Reisman was appointed to inquire into and 


report upon the means to ensure the development in 
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Canada of a balanced and internationally competitive 
automotive industry. Mr. Reisman has now submitted 
his report. We feel he has made a contribution to 
clarification of the issues and possible means of 
further strengthening the industry in Canada. The 
report and its recommendations are now under careful 
examination by the Government. 

It is clear from this brief inventory that both 
federal and provincial governments have made a major effort 
to respond to the February commitments. 

In addition, important measures have been taken by 
the federal government to enable the small business sector to 
enhance its contribution. These include sales and excise tax 
relief, easier transfer of business between parents, children 
and grandchildren, and broader capital loss deductions. A 
paperburden reduction office has been established and an 
intern program will increase jobs in small businesses for new 
graduates. A new business centre will provide information about 
all federal bie shells business programs. 

Taken together, the measures which I have outlined, 
together with the more positive economic developments, have 
meant better prospects for the industrial sector. Still, we 
have a long way to go. 

First Ministers also directed last February that 
private-public sector consultations be established to consider 


the problems and prospects facing our industrial sector. In 
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response to this, the 23 industry sector task forces and the 
umbrella Second Tier Committee were established and have now 
completed their reports. These have raised a wide range of 

major issues, both of a general and sector specific nature. 

It is no coincidence that many of these issues are the same 

ones that First Ministers have raised today. 

Three weeks ago, I met with my provincial counter- 
parts to develop effective responses to the Second Tier and 
Task Force Recommendations. A joint communique was issued 
setting out the initial government response to the Second 
Tier report as well as a plan for responding to all other 
recommendations. I would ask First Ministers to focus their 
attention on this communique for a moment. It responds to 
recommendations in the area of government regulations, trade 
and the multilateral trade negotiations, industrial adjustment, 
manpower policies and labour relations, taxation, research and 
development, public procurement, and rationalization - most of 
the issues First Ministers have mentioned. I recommend that 
First Ministers direct their governments to move forward to 
implement these responses as a matter of high priority, and 
toe discuss. as wells. the particular viewpoints that labour 
and business bring to many of these questions. 

Response to the task forces will be a continuing 
process. In cases where a quick response was possible, it was 


made. In the area of tax policy, a number of changes were 
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included in the recent budget which responded to Task Force 
recommendations. This included the reduction in manufacturers 
Sales tax, the increase and extension of the investment tax 
a credit, the higher R & D tax credit, and adjustments in tax 

write-offs for mining and pollution control equipment. For 

a number of other outstanding recommendations, it is hoped 

that responses can be completed sometime in the first quarter 

of next year and industry ministers will be meeting early 

next year on this. There will, of course, be some recommenda- 

tions involving complex issues and trade-offs, which will have 

to be tackled over a longer time frame. 

Finally, I think it is agreed that the consultative 

Q process has been very valuable and should be continued in 
one form or another. The Second Tier Committee has recommended 
that the process be carried on. We will be holding discussions 
with business, labour, and provincial governments concerning 
the best format for future consultations. This consultative 
process has been a major factor in increasing confidence in 
both the business and labour communities and improving govern- 
ment policy, and it is essential that we maximize the benefits 


on a continuing basis. 
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TOURISM 
(SUMMARY) 


TOURISM IS A MAJOR INDUSTRY IN ONTARIO. IT ACCOUNTED 
FOR $4,3 BILLION OF DIRECT EXPENDITURES IN 1976, 


IN 1977, CANADA'S DEFICIT ON THE INTERNATIONAL TRAVEL 
ACCOUNT WAS $1,6 BILLION AND IS FORECAST TO DETERIORATE 
IN 1978, 


THE RECENT DETERIORATION IN THE TOURISM BALANCE REFLECTS: 


» AN OVERVALUED DOLLAR IN 1975 AND 1976; 

. HIGHER COSTS IN CANADA THAN IN THE UNITED STATES; 
, EXCESSIVE GOVERNMENT REGULATION; 

. SLOW U.S. INCOME GROWTH; AND 

. CHANGING CANADIAN TASTES FOR FOREIGN TRAVEL. 


THE RECENT DEPRECIATION OF THE CANADIAN DOLLAR WILL 
BENEFIT TOURISM BUT TO MAXIMIZE THE POTENTIAL OF THE 
INDUSTRY, ADDITIONAL STRUCTURAL ISSUES MUST BE ADDRESSED: 


. AIR TRANSPORT COMPETITION REMAINS A CONCERN 
IN CANADA RELATIVE TO OTHER JURISDICTIONS. 

, CANADA LACKS MAJOR ATTRACTIONS, FACILITIES 
AND EVENTS OF A SCALE AND NATURE TO ATTRACT 
TODAY'S DISCRIMINATING TRAVELLER. 

. CANADIAN TOURISM MARKETING EFFORTS SHOULD BE 
FOCUSED ON THE RAPIDLY GROWING MARKETS IN 
GERMANY AND JAPAN, 


. THE FEDERAL GOVERNMENT SHOULD FUND AN ANNUAL 


TOURISM SURVEY AND DATA COLLECTION PROGRAM TO 
GENERATE THE INFORMATION NEEDED BY ThE TOURISM 


INDUSTRY TO PLAN, DEVELOP AND MARKET TOURISM | 
INTELLIGENTLY. 
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TOURISM PLAYS A VITAL ROLE IN CANADIAN ECONOMY, IN 
1976, IT EMPLOYED SOME 830,000 PEOPLE. IN ONTARIO, 
TOURISM ACCOUNTED FOR $4.3 BILLION OF DIRECT EXPENDITURES 
AND ABOUT 405,000 MAN YEARS OF EMPLOYMENT, PROVINCIAL 
TAXES COLLECTED IN RESPECT TO TOURISM YIELDED NEARLY 
$800 MILLION, 


TOURISM IS CLEARLY ONE OF CANADA’S MOST IMPORTANT 
BUSINESSES. IT IS ALSO ONE OF THE FASTEST-GROWING 
SECTORS OF OUR ECONOMY. IT IS LABOUR INTENSIVE. IN 
PARTICULAR, IT OFFERS JOBS AND INTERESTING CAREER 
POSSIBILITIES FOR YOUNG PEOPLE. MOREOVER, THERE ARE 
SIGNIFICANT OPPORTUNITIES TO EXPAND THE CONTRIBUTION 
OF TOURISM TO THE ECONOMY. NOT THE LEAST OF THESE 

IS THE BENEFITS WHICH WOULD BE REALIZED IF MORE INTER- 
NATIONAL TRAVELLERS WERE ATTRACTED TO CANADA AND FEWER 
CANADIANS VACATIONED ABROAD. 


DETERIORATING PERFORMANCE 


‘IN 1977, CANADA'S DEFICIT ON THE INTERNATIONAL TRAVEL 


ACCOUNT WAS OVER $1.6 BILLION. IT IS FORECAST TO 
INCREASE BY $200 MILLION FOR A TOTAL DEFICIT OF $1.8 
BILLION IN 1978, 


ALTHOUGH CANADA HAS PERSISTENTLY BEEN A NET IMPORTER OF 
TRAVEL SERVICES DURING THE LAST 25 YEARS, THE DEFICIT 
DETERIORATED MARKEDLY AFTER 1974, CHANGES IN TRAVEL 
PATTERNS AND OVERALL GROWTH IN CANADA'S TRAVEL DEFICIT 


oe 
REFLECT A NUMBER OF FACTORS: 


(A) PRICE FACTORS: 


. THE APPRECIATION OF THE CANADIAN DOLLAR; 
» RELATIVELY GREATER INCREASES IN BOTH LABOUR AND 


CAPITAL COSTS IN CANADA THAN IN THE UNITED STATES; AND 


» INEFFICIENT AND EXCESSIVE GOVERNMENT REGULATION, 
RESULTING IN HIGHER PRICES AND, IN SOME CASES, 
RESTRICTED SUPPLY OF THE CANADIAN TOURISM PRODUCT, 

(B) INCOME FACTORS: 


. THE DEEP RECESSION IN THE U.S, IN 1974-75 AND 
THE SLOW RECOVERY SINCE HAS DAMPENED U.S. TOURISM 
TO CANADA, REAL PERSONAL INCOME IN THE U.S. GREW 
AT ONLY 2,9 PER CENT PER ANNUM FROM I971 TO 
1977; AND 

, TOTAL REAL PERSONAL INCOME IN CANADA GREW AT AN 

AVERAGE ANNUAL RATE OF 6,3 PER CENT FROM 1971 TO 
1977 MAKING FOREIGN TRAVEL MORE AFFORDABLE FOR A 
GREATER PROPORTION OF CANADIANS, 

(c) TASTE FACTORS: | 


. CHANGES IN THE DEMOGRAPHIC STRUCTURE OF THE 
CANADIAN POPULATION SUCH THAT THE INCOME AND AGE 
BRACKET MOST PRONE TO INTERNATIONAL TRAVEL 
INCREASED; 

» A CHANGE IN TASTES FOCUSING ON NATIONAL EVENTS, 
SUCH AS THE BICENTENNIAL; AND 

. AN ABSENCE OF CO-ORDINATED MARKETING BY CANADIAN 
TOURIST OPERATORS, 


NEW OPPORTUNITIES 


THERE ARE INDICATIONS OF AN IMPROVED OUTLOOK FOR TOURISM, 
ACTION BY GOVERNMENTS, THE PRIVATE SECTOR AND THE 
BENEFICIAL IMPACT OF A DEVALUED DOLLAR IN TERMS OF U.S. 
CURRENCY AND, EVEN MORE DRAMATICALLY, IN TERMS OF THE 
CURRENCIES OF WESTERN EUROPE AND JAPAN, HAVE CONTRIBUTED 
TO WHAT MAY BE A TURNAROUND YEAR FOR THE TOURISM INDUSTRY, 
ALTHOUGH THE DECLINE IN U.S. VISITORS CONTINUES, THE 
STRONG GROWTH IN EXPENDITURES BY NON-U.S,. VISITORS IS 
ENCOURAGING, 


NONETHELESS, POSITIVE ACTION WILL BE REQUIRED IF CANADA 
IS TO TAKE FULL ADVANTAGE OF THE OPPORTUNITIES WHICH 

ARE NOW OPEN TO THE TOURISM INDUSTRY. THE BENEFICIAL 
EFFECT OF IMPROVED COST COMPETITIVENESS WILL BECOME MORE 
POSITIVE AS INDIVIDUALS ADJUST TO THE NEW PRICE STRUCTURE 
OVER TIME. GOVERNMENT AND THE PRIVATE SECTOR CAN TAKE 
ACTION AIMED AT ACCELERATING THE ADJUSTMENT, AT THE 

SAME TIME, HOWEVER, OTHER STRUCTURAL FACTORS WHICH 

ALSO AFFECT RELATIVE COSTS MUST BE ADDRESSED. 


FOUR SPECIFIC ISSUES RELATING TO THIS INDUSTRY WHERE 
FURTHER ACTION SHOULD BE TAKEN ARE: 


. AIR TRANSPORTATION DEREGULATION, 
. INCENTIVES FOR SPECIFIC, MAJOR TOURISM INDUSTRY 
DEVELOPMENT PROJECTS. 


a he 


» STRENGTHENING FEDERAL ADVERTISING PROGRAMS WITh 
AN IMPROVED INFORMATION DISSEMINATION COMPONENT, 

. AN IMPROVED DATA BASE ON WHICH THE INDUSTRY MAY 
PLAN, DEVELOP AND MARKET, 


AIR TRANSPORTATION COMPETITION 


A NUMBER OF POSITIVE STEPS HAVE BEEN TAKEN BY CANADIAN 
AIR TRANSPORTATION REGULATORY AGENCIES AND THE CARRIERS 
TO OFFER A MORE ATTRACTIVE PRODUCT TO CANADIAN TRAVELLERS 
WITHIN CANADA. DEREGULATION IN OTHER PARTS OF THE WORLD, 
HOWEVER, HAS MOVED FAR MORE RAPIDLY THAN IN CANADA. 
ACTIONS LEADING TO GREATER COMPETITION IN OUR AIRLINE 
INDUSTRY, FASTER DECISIONS BY THE CANADIAN TRANSPORT 
COMMISSION AND A FREER MARKETING ATMOSPHERE FOR AIR 
CARRIERS OF ALL KINDS ARE REQUIRED. THE PUBLIC AND 
CANADA'S TOURISM INDUSTRY MUST HAVE THE BENEFIT OF 

MORE COMPETITIVE AIR FARES AND PACKAGES - SKY TRAINS 

AND MORE DOMESTIC CHARTERS, 2 


TOURISM INDUSTRY DEVELOPMENT 


REASONS FREQUENTLY ADVANCED FOR CANADA’S FAILURE 10 

ACHIEVE GROWTH IN THE UNITED STATES MARKED AND TO 

ENCOURAGE OUR OWN PEOPLE TO VACATION AT HOME, IS THAT 

CANADA LACKS MAJOR ATTRACTIONS, FACILITIES AND EVENTS 

OF A SCALE AND NATURE TO WIN THE ATTENTION OF TODAY'S 
DISCRIMINATING TRAVELLER. SUCH LARGE-SCALE AND HIGH 
QUALITY FACILITIES ARE BEING OFFERED BY OTHER JURISDICTIONS, 
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GOVERNMENTS SHOULD ASSIST IN THE DEVELOPMENT OF PRIVATE 
SECTOR OPPORTUNITIES AND CO-OPERATE IN PRIVATE 

SECTOR INITIATIVES ON A SELECTIVE BASIS. AS PART OF ANY 
INDUSTRIAL DEVELOPMENT STRATEGY, GOVERNMENTS SHOULD 
SUPPORT VIABLE TOURISM-ORTENTED DEVELOPMENT INITIATIVES 
INCLUDING: THEME PARKS, DESTINATION RESORTS AND SPECIAL 
RECREATIONAL FACILITIES WHERE THEY HAVE PROVEN ECONOMIC 
SPIN-OFFA BENEFITS: 


A STATEMENT OF COMMITMENT BY THE FEDERAL AND PROVINCIAL 
GOVERNMENTS TO PROVIDE ASSISTANCE WOULD BE OF SIGNIFICANT 
HELP TO DEVELOPERS AND ENTREPRENEURS IN TERMS OF MOBILIZING 
THE LARGE SUMS OF CAPITAL REQUIRED, 


FURTHER, SUCH A COMMITMENT BY GOVERNMENTS WOULD GIVE 

ENTREPRENEURS SOME ASSURANCE THAT A PARTICULAR PROJECT 
HAS APPROVAL IN PRINCIPLE FROM GOVERNMENTS AND COULD BE 
EXPECTED TO MOVE THROUGH THE APPROVAL PROCESS WITH SOME 


DISPATCH, 


MARKETING AND INFORMATION DISSEMINATION 


THE RAPID GROWTH IN TOURISTS FROM JAPAN AND GERMANY 
INDICATES NEW MARKETS FOR CANADA’S TOURISM INDUSTRY. 
THESE MARKETS ARE, AS YET, SMALL COMPARED TO THE U.S. BUT 
THEY REPRESENT MAJOR GROWTH OPPORTUNITIES COMPARED TO A 
STAGNANT U.S. MARKET, CANADIAN MARKETING EFFORTS SHOULD 
BE FOCUSED ACCORDINGLY, 
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THE FEDERAL GOVERNMENT SHOULD AUGMENT AND IMPROVE ITS 
MARKETING THRUSTS IN THESE RAPIDLY EXPANDING MARKETS 
ABROAD. IN PARTICULAR IT SHOULD STRENGTHEN AND SHARPEN 
[TS ADVERTISING BUDGET AND MARKETING FOCUS EMPHASISING 
VERY LOW COST, TO THEM, OF CANADIAN VACATIONS, IT 
SHOULD REVERSE THE LAMENTABLE DETERIORATION OF ITS 
INFORMATION DISSEMINATION SERVICES. 


DATA BASE AND DATA COLLECTION 


THE TOURISM INDUSTRY LACKS THE TYPE OF STATISTICS CANADA 
DATA AVAILABLE FOR MOST OTHER INDUSTRIES. IT IS- 
REGRETTABLE THAT BUDGET CUTBACKS HAVE PREVENTED ThIS 
AGENCY FROM FULFILLING AN INTENTION OR PROMISE MADE 10 
PROVINCIAL GOVERNMENTS SEVERAL YEARS AGO. 


THE FEDERAL GOVERNMENT, THROUGH ITS DEPARTMENT OF 
INDUSTRY, TRADE AND COMMERCE SHOULD ALLOCATE FUNDS 

TO STATISTICS CANADA TO CONDUCT AN ANNUAL TOURISM 

SURVEY AND DATA COLLECTION PROGRAM TO GENERATE THE 
INFORMATION ON WHICH BOTH THE PUBLIC AND PRIVATE ELEMENTS 
OF ThE TOURISM INDUSTRY COULD INTELLIGENTLY PLAN, 

DEVELOP AND MARKET TOURISM, 


WE MUST MORE AGGRESSIVELY AND QUICKLY TURN THE OPPORTUNITIES 
PRESENTED BY OUR DEPRECIATED DOLLAR INTO REALIZED GAINS - 
MORE TOURISTS FOR CANADA - AND COMING FROM NEW MARKETS 

IN EUROPE AND THE FAR EAST, 


Sas 


WE ARE OPTIMISTIC THAT APPROPRIATE AND EARLY RESPONSES 
IN THESE AREAS CAN RESULT IN APPRECIABLE GAINS FOR OUR 
IMPORTANT TOURIST INDUSTRY, 
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REGIONAL ECONOMIC DEVELOPMENT 


NOTES FOR STATEMENT BY 
THE HONOURABLE MARCEL LESSARD, 
MINISTER OF REGIONAL ECONOMIC EXPANSION, 
CONFERENCE OF FIRST MINISTERS ON THE ECONOMY, 
NOVEMBER 1978 
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OBVIOUSLY I AGREE WITH PREMIER MooRES AND 
MANY OTHERS AROUND THIS TABLE ON THE IMPORTANCE OF REDUCING 
REGIONAL DISPARITIES, REGIONAL ECONOMIC DEVELOPMENT GOES 
TO THE VERY HEART OF THE CONCEPTS OF ECONOMIC FAIRNESS 
AND JUSTICE IN OUR FEDERAL SYSTEM. JHE OBJECTIVE OF 
ACHIEVING VIABLE AND SELF-SUSTAINING REGIONAL ECONOMIES 
IS A FUNDAMENTAL PART OF THE NATIONAL CONSENSUS THAT 
UNDERLIES THE FEDERATION, 


FEDERAL POLICIES, PARTICULARLY SINCE THE LATE 
1960s, HAVE INCREASINGLY DIRECTED RESOURCES TOWARDS THE 
REGIONS MOST IN NEED OF ECONOMIC SUPPORT. IHE CANADA 
WorKS PROGRAM, UNEMPLOYMENT INSURANCE, INVESTMENT AND 


EMPLOYMENT TAX CREDITS HAVE ALL BEEN SIGNIFICANTLY “TILTED” 


--IN FAVOUR OF LAGGING REGIONS. IT IS PARTICULARLY IMPORTANT, 


I THINK, TO MENTION THE SUBSTANTIAL INCREASES IN REGIONAL 


RATES UNDER THE INVESTMENT TAX CREDIT WHICH SHOULD INDUCE MORE 


ENTREPRENEURS TO ESTABLISH, MODERNIZE OR EXPAND FACILITIES 
IN THE SLOWER GROWTH REGIONS. | SEE THIS IMPORTANT CHANGE 


IN THE INVESTMENT TAX CREDIT AS BEING COMPLEMENTARY 
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TO THE EXISTING PROGRAM OF REGIONAL DEVELOPMENT INCENTIVES TO i 
BUSINESS, IN THIS REGARD, IT IS ENCOURAGING TO NOTE THAT THE ~ 
NUMBER OF APPLICATIONS UNDER THE REGIONAL DEVELOPMENT INCENTIVES 
PROGRAM HAS GROWN FROM 1,143 1n 1976 To 1,238 1n 1977 

AND IS ALREADY AT THE 1,500 PER ANNUM LEVEL BASED ON 

THE FIRST SIX MONTHS OF 19/78, 


THE NATIONAL OIL PRICING POLICY, A TRULY FEDERAL 
AND PROVINCIAL POLICY ULTIMATELY SUPPORTED BY THE WILLINGNESS 
OF WESTERNERS TO SELL THEIR RESOURCES AT PRICES BELOW THOSE 
PREVAILING ON THE INTERNATIONAL MARKET, HAS HAD A VERY ; 
SIGNIFICANT EFFECT ON ALLEVIATING ECONOMIC DISLOCATION 
WHICH COULD BE PARTICULARLY DIFFICULT IN DEPRESSED AREAS. 
SINCE 19/72, THE PEOPLE OF SASKATCHEWAN AND ALBERTA HAVE, 
IN EFFECT, FOREGONE BILLIONS OF DOLLARS IN REVENUES IN 
ORDER TO EASE THE PROCESS OF ADJUSTMENT IN THE REST OF 
CANADA, 


IN ADDITION TO THESE GENERAL “FRAMEWORK” 
POLICIES, MANY SPECIFIC INITIATIVES HAVE BEEN UNDERTAKEN, 
THE GOVERNMENTS OF CANADA AND NEWFOUNDLAND HAVE JUST ~ 
ANNOUNCED THE FORMATION OF THE LOWER CHURCHILL DEVELOPMENT 
CORPORATION, I AGREE WITH PREMIER MOORES THAT THIS TYPE 
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OF PROJECT, IN CONJUNCTION WITH THE PRUDENT DEVELOPMENT 

(OF THE FISHING POTENTIAL RESULTING FROM OUR DECLARATION 

OF THE 200-MILE LIMIT, PROVIDES AMPLE REASON FOR OPTIMISM THAT 
| NEWFOUNDLAND AND THE ENTIRE ATLANTIC REGION CAN AND WILL 

OVER TIME DEVELOP DYNAMIC AND SELF-SUSTAINING ECONOMIES. 

OTHER FEDERAL INITIATIVES, SUCH AS THOSE IN THE TRANSPORTA- 
TION AREA -- INVOLVING, BY WAY OF EXAMPLE, PORT DEVELOPMENT, 
AIRPORT CONSTRUCTION, IMPROVED RAIL SERVICES, AND THE 
CONSTRUCTION OF HIGHWAYS -- HAVE BEEN UNDERTAKEN AND WILL 

BE DISCUSSED LATER BY MY COLLEAGUE, MR. LANG, 


THERE ARE ENCOURAGING ELEMENTS IN THE MEDIUM-TERM 

PROSPECTS FOR EVERY REGION OF THE COUNTRY, AS MY DOCUMENT 
ENTITLED “ECONOMIC CIRCUMSTANCES AND MEDIUM-TERM PROSPECTS 
BY PROVINCE” SHOWS QUITE CLEARLY. A REVIEW OF ECONOMIC 
CONDITIONS OVER THE COURSE OF 1978 AND FORECASTS FoR 19/9 
REVEAL STRONGER ECONOMIC ACTIVITY IN ALL REGIONS OF 
CANADA, THE DEVALUATION OF THE CANADIAN DOLLAR HAS 
IMPROVED OUR COMPETITIVENESS AND THIS HAS LED TO A 
SIGNIFICANT INCREASE IN ACTIVITY IN THE MANUFACTURING 
SECTORS IN ONTARIO AND QUEBEC. THE WESTERN REGION 
ECONOMY CONTINUES TO BE DOMINATED BY RESOURCE-RELATED 
ACTIVITIES WITH ALBERTA AND BRITISH COLUMBIA HAVING AN 
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ABOVE-AVERAGE GROWTH. THERE IS NOW GREATER OPTIMISM IN 
MANITOBA AND MINERAL PROSPECTS IN SASKATCHEWAN ARE GOOD. 
NiEDIUM AND LONG-TERM PROSPECTS IN THE ATLANTIC ARE ALSO GOOD, 
DUE TO THE POTENTIAL OF SUCH RESOURCES AS HYDRO, MINERALS 

AND FISHERIES. 


THIS OVERALL PICTURE OF THE CANADIAN ECONOMY — 
SHOULD BE A SOURCE OF SOME SATISFACTION TO US AS CANADIANS, 
DESPITE ALL OUR PROBLEMS, DESPITE OUR GROWING PAINS, DESPITE 
THE STRESSES AND STRAINS AND ALL THE CHANGES THAT WE ARE 
GOING THROUGH, WE AS A PEOPLE HAVE NEVER BACKED OFF FROM 
OUR COMMITMENT TO REGIONAL ECONOMIC EQUITY... | 


SOME EVIDENCE OF THAT IS TO BE FOUND IN THE 
RECORD ACHIEVED UNDER THE SYSTEM OF GENERAL ~ 
DEVELOPMENT AGREEMENTS SIGNED IN 19/74 BETWEEN mY DEPARTMENT, 
ON BEHALF OF THE FEDERAL GOVERNMENT, AND EACH OF THE 
PROVINCIAL GOVERNMENTS (EXCEPT PRINCE EDWARD ISLAND WHERE 
A LONG-TERM COMPREHENSIVE DEVELOPMENT PLAN SERVES A 
SIMILAR PURPOSE). BETWEEN 1974 AND FeBRuARY 1978, THE 
TIME OF THE LAST CONFERENCE OF FIRST MINISTERS ON THE 
ECONOMY, A TOTAL OF // SUBSIDIARY AGREEMENTS, EACH AIMED — 
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AT A PARTICULAR DEVELOPMENTAL OPPORTUNITY OR CONSTRAINT, 
HAD BEEN SIGNED AND PUT INTO OPERATION. BETWEEN THE TWO 
CONFERENCES, THE SYSTEM HAS CONTINUED TO FUNCTION QUIETLY 
AND EFFECTIVELY, RESULTING IN THE SIGNING OF 135 NEW 
AGREEMENTS AND 13 MAJOR AMENDMENTS TO EXISTING AGREEMENTS, 
REPRESENTING AN ADDITIONAL COMMITMENT BY THE FEDERAL 
GOVERNMENT OF SOME $573 MILLION, : 


AND THE PACE OF ACTIVITY -- COORDINATED FEDERAL- 
PROVINCIAL ACTIVITY IN SUPPORT OF REGIONAL ECONOMIC 
DEVELOPMENT ACROSS THE COUNTRY -- IS BEING FULLY MAINTAINED, 
As A RESULT OF FEDERAL DECISIONS MADE IN AUGUST, AND 
ANNOUNCED IN EARLY SEPTEMBER BY Messrs, CHRETIEN AND ANDRAS, 
I HAVE SINCE BEEN ABLE TO TALK TO MOST OF THE PROVINCIAL 
GOVERNMENTS ABOUT POSSIBLE ADDITIONS AND MODIFICATIONS 
UNDER THE GDA SYSTEM -- ADDITIONS AND MODIFICATIONS DESIGNED 
TO STRENGTHEN OUR JOINT EFFORT IN THE RESOURCE INDUSTRIES, | 
IN TOURISM AND IN THE PROVISION OF INDUSTRIAL INFRASTRUCTURE. 
‘AS A RESULT, I AM SATISFIED THAT A SERIES OF IMPORTANT 
ADDITIONAL INITIATIVES WILL BE READY FOR LAUNCHING IN 
THE NEAR FUTURE, 


-6§- 


I AM VERY PLEASED WITH THE LEVEL OF SUPPORT 
AND COOPERATION I HAVE BEEN RECEIVING, NOT ONLY FROM 
MY OWN COLLEAGUES, BUT FROM PROVINCIAL MINISTERS AND 
OFFICIALS THROUGHOUT CANADA, | 


But | HAVE NO INTENTION HERE OF GIVING WAY 
TO A SENSE OF SELF-SATISFACTION. THAT IS WHY I HAVE 
ASKED MY OFFICIALS TO INTENSIFY THEIR ONGOING REVIEW 
OF EXISTING POLICIES AND INSTRUMENTS. [HE VIEWS EXPRESSED 
AT THIS CONFERENCE, AND IN OTHER FEDERAL~PROVINCIAL 
EXCHANGES, WILL BE TAKEN CAREFULLY INTO ACCOUNT AS WE 
PROCEED WITH THIS WORK, SEARCHING FOR WAYS AND MEANS 
OF IMPROVING STILL FURTHER OUR CONTRIBUTIONS TO THE 
NATIONAL EFFORT IN SUPPORT OF BALANCED ECONOMIC GROWTH 
AND DEVELOPMENT, 
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Regional Development in Canada 


(Summary ) 


New principles and directions are required to 
improve the effectiveness of the Nation's regional develop- 
ment commitment. Despite the massive Federal spending aimed 
at reducing regional disparities, results to date have been 
disappointing. 


This does not mean that the objective of reducing 
regional disparities is unattainable. Rather, Canada is 
at a point where it must reassess the effectiveness of its 
regional development effort. In this re-evaluation, four 
guiding principles should be followed: 


COMMITMENT: Reducing regional disparities must 
be supported by all provinces. 


NATIONAL NEEDS: If regional efforts are to have 
a firm and sound foundation, top priority must be 
given to the development of a strong national 
industrial base. The underlying strength of the 
more prosperous regions must be maintained. 


SELF RELIANCE: Programs should be directed to 
supporting local economic strengths and comparative 
advantages that will provide self-sustaining growth. 


DISENTANGLEMENT: If the regionally depressed areas 
are to develop their resources and potential they 
must have the capacity to exercise the required 
decisions. 


Cost-effective policy thrusts supporting these prin- 
ciples should be pursued within the context of the federal- 
provincial review of national economic policy. 
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REGIONAL DEVELOPMENT IN CANADA 


Commitment to reducing regional disparities is a 
long accepted national priority in Canada, one that Ontario 
fully supports. The economically less fortunate regions 
of Canada must be given the assistance of those regions or 
provinces which are economically stronger. This commitment 
was reaffirmed during the recent First Ministers' discussions 


on’ the constitution. 


New principles and directions are required to improve 
the effectiveness of the nation's regional development commit- 


ment. 
The Record 


The federal government has implemented massive 
spending programs with the ultimate aim of creating a fully- 
diversified economic base in the slower-growth areas of the 


COuntry.. 


Evaluating the total impact of regional development 
programs is a difficult and complex effort. A number. of 


studies, with inconclusive results, have been conducted. * 


ie cc ies aN MNO RN 
* Por example see: “Economic Counce)’ of “Canada, I. 
Living Together: A Study of Regional Disparities (Ottawa: 
Department of Supply and Services, 1977); and G. Reuber, 
"The Impact of Government Policies on the Distribution of 


Income in Canada: A Review"; Canadian Public Policy, Autumn, 
1978, 


However, methodological and statistical arguments amongst 
academics should not be permitted to cloud the important 
public debate about the effectiveness of these efforts. 
The acid test of any regional development effort is its 


ultimate impact, on jobs and incomes across the country. 


The best single indicator of our national effort 
to reduce economic disparities is the combined impact of 
federal revenues and expenditures in each province. Ina 
sense, this presents the "bottom line" of the federal 


fiscal effort. . The.available: data: shows. that. since 72, 


SURPLUS (DEFICIT) IN EACH PROVINCE 
FROM FEDERAL GOVERNMENT RCTEVULY) ) 1972 4LOVLI7 6S 
(S Millions) 


Province 1972 1973 1974 1975 1976 
Newfoundland (33) (435) (619) (817) (7990) 
Prince Edward Island Gia’) (125) (163) (231); (246) 
Nova Scotia (609) (699) (958) (1,204) 3 (Ly24a0n 
New Brunswick (375) (443) (580) (823) (867) 
Quebec (20) 79 (S75) (2,066) (lyaome 
Ontario L184 21503 2,734 D238 L298 
Manitoba (275) (279) (249) (401) (406) 
Saskatchewan (4333) (407) (168) (300) (183) 
Alberta 95 id kyr 17 Ow pe oid: 2,049 
British Columbia (including 

Che Yukon‘ ‘anda Sw. tT.) LOT 514 563 107 140 


SOUrce: || Statisties) Canada 


in combined terms, the federal government has run an overall 
deficit in virtually every province of Canada, with the 
exception of British Columbia, Alberta and, Ontario.* \ it 
should be noted that, subsequent to 1973, the surplus in 
Alberta became considerably inflated by the inclusion of 
revenues from the export tax on oil and natural gas shipments 


to the United States. 


Despite this effort, however, personal income per 
capita among the provinces, over the period 1970-77, shows 


only a marginal narrowing of the income gap. 


PERSONAL INCOME PER CAPITA BY PROVINCE 
(Per Cent of Canadian Average) 


1970 1973 1975 orei977 
Newfoundland 63.4 63.7 68.5 68.2 
Prince Edward Island 66.5 69.7 WO sed. 6/22 
Nova Scotia Th 79.9 FoeL 1945 
New Brunswick or) 72.9 7 a | Tecwyes 
Quebec 88.7 89.4 Ory 03.2 
Ontario 118.4 ch eo 1 OLS OMS: 109.3 
Manitoba 92.9 96.0 96.6 93.0 
Saskatchewan Pi 91.4 103.2 92.4 
Alberta 99.2 100.2 eT O NE Wars: 104.3 
British Columbia 108.8 LOS 108.4 LEO. 
CANADA 100.0 100.0 100.0 100.0 
Source: Statistics Canada 


* See also "Federal Fiscal Redistribution Within Canada", 
Budget sraler me, 1977 Ontario Budget, Ontario Ministry of 
Treasury, Economics and Intergovernmental Affairs. 


Moreover, much of the narrowing in income differences 


that there has been between provinces on a per capita basis 
has been due to a proportionately higher inflow of govern- 
ment transfer payments to some regions rather than to an 


increase in real economic activity and productivity in the 


slow-growth regions of Canada. 


GOVERNMENT TRANSFER PAYMENTS TO PERSONS 
(Per Capita and as a Percentage of Total Personal Income ) 


1970 1977 
% % 
Newfoundland 433 Jes S 1,460 2309 
Prince Edward Island 390 LO a LSD Dome 
Nova Scotia 326 as eg! ee OO L820 
New Brunswick 346 L5a4 py ie 1. Ae 
Quebec 306 a Bll 1,096 as Bey 
Ontario 333 9.0 856 LOs6 
Manitoba 328 Piss 845 Zo 
Saskatchewan S02 LS. 3 968 14.2 
Alberta 315 LOyL 7197 a 
British Columbia 364 LOY 7 973 4 ee 
CANADA 328 LOnS 964 P30 


Source: Statistics Canada 


Despite a massive federal expenditure effort, high 


unemployment in Atlantic Canada and Quebec has been a 


stubbornly persistent feature of the Canadian economic 


environment. Some provinces suffer a rate of unemployment 


almost four times that of the most prosperous regions. 


UNEMPLOYMENT RATES BY PROVINCE 
(Seasonally adjusted: per cent) 


October, 1978 
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These discouraging indications should not be inter- 
preted as evidence that the objective of reducing regional 
disparities is doomed as a futile exercise. Without 
existing programs the disparity would be even greater. 
However, Gxneae has arrived at a point where it must 
reassess the effectiveness of its regional development 


effort. 


Many programs now in place were developed within a 
framework of economic circumstances that are different from 
the conditions being faced today. Just as the entire thrust 
of national economic policy is being re-evaluated, so too, 
it is appropriate to examine the basic structure of regional 


development programming. 


Issues 


The existing configuration of federal programs which 
affect regional economic well-being is not achieving the 


desired results. This arises from a number of problems. 


First, programs are not suitably tailored to the 
objective of regional self-reliance. Large amounts of 
money and effort are devoted in an attempt to promote 
growth in defiance of local and national economic realities. 
This can lead to failure, disenchantment and perpetual 
subsidization. The resulting disillusion can create a 


damaging psychological climate for future development. 


Second, there has been an over-emphasis on 
establishing a strong local federal presence in some 
regions. Sometimes the well-intentioned federal interest 
in regional development transforms itself into bureaucratic 


meddling in provincial affairs. 


Third, the debate on the effectiveness of regional 
incentive policies may be too narrowly focussed. As noted 
earlier, the impact of the fiscal effort of the federal 
government provides a more appropriate focus for examining 


regional policies. 


Fourth, it is unreasonable for some regions to 


accumulate massive fiscal surpluses while others suffer 


unacceptable income disparities and unemployment levels. 
For example, the Alberta Heritage Trust Fund has well over 
70 per cent of its current resources allocated to Alberta 
Pyeeatrence: A strong commitment to the principle of 
regional development would suggest that in future a 
Significant part of this growing Fund be allocated to 


investment opportunities beyond the Alberta borders. 


New Directions 


In re-evaluating the national approach to regional 
development, it is suggested that the following principles 


be adopted: 


Commitment: Reducing regional disparities must 
continue to carry a high priority and must be 
Supported equitably by all provinces. Ontario 
has demonstrated that it has an will support 
regional income redistribution and act as a 
responsible partner in Confederation. 


National Needs: While the goals of regional 
development must be supported in their own 

right, governments must recognize that the 
paramount objective for Canada today is the 
development of an industrial base that can 
withstand the rigors of international competition. 
Top priority must be given to this objective of 
supporting those sectors of the Canadian economy 
which have a clear competitive advantage or a 
promising future. 


Self-Reliance: Effective regional development 
efforts must be aimed at engendering self- 
sustaining growth. Moreover, care must be taken 
to ensure that in attempting to strengthen low- 
growth regions in Canada, the underlying strength 
of more prosperous regions not be weakened. 


Disentanglement: If the regionally depressed 
areas are to be in a position to develop their 
resources and potential they must have greater 
control over some decisions made at the federal 
level that vitally affect their development. 


Within the framework of the above principles, 
there are a number of policy thrusts that should be 
pursued in the overall context of federal-provincial 


review of national economic policy: 


. Full recognition must be given to the priority 
of moving toward national economic goals by 
improving the efficiency and competitiveness 
of the national economy. Only from such a 
solid base will regional policies flourish 
in the long run. 


. New approaches to addressing the problem of 
regional disparities must be developed within 
a framework of rigid fiscal restraint. It is 
not a matter of more resources; it is a matter 
of more effectively allocating existing funds. 


. New programs should be tightly directed to 
supporting local economic strengths and com- 
parative advantages. There must be a frank » 
recognition that wide-ranging diversification 
will not always be a reasonably attainable 
goal. 


Policies should build on and reinforce initiatives 
flowing from the private sector. A strong market 
economy is a prerequisite for long-term growth 

and prosperity. 
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IMPORTANCE OF FEDERAL TRANSFERS TO QUEBEC 


The Quebec budget for 1978-79 estimates that the province's total budgetary 
revenues for 1978-79 will be $12,300 million. Federal Main Estimates 
for this fiscal year indicate total transfers to Quebec of $4,349.1 


million. Federal transfers therefore represent 35.4 per cent of Quebec's 


total budget. 


Further, federal government transfers to the Province of Quebec represent 
32.4 per cent of all federal transfers to the 10 provincial governments. 
Quebec has 26.8 per cent of total provincial population. Following is a 


breakdown of 1978-79 federal payments to the Province of Quebec: 


Quebec 
___ Amount of Transfers as Share 
Quebec All Provinces Operlo ta L 
$000'000 $600'000 % 
Program 
Equalization 1335053 2,007.0 20d 
Established Programs 
Financing 2,094.9 7,919.5 2055 
Canada Assistance Plan Sy eid aie) 1,628.8 Sorts 
Other 4322.4 Ley 9 Fils 26.9 
Total 4,349.1% — 13,435.3 32.4 


See attached table for detail. 


Main Estimate of Federal Transfers to Quebec, 1978-79 


Amount 
$000'000 

Program 
Equalization 1 Bes va Des 
Statutory Subsidies 4&5 
1972 Revenue Guarantee-Prior Years oz 2a0 
1971 Undistributed Income on Hand ao 
Public Utilities Income Tax Transfer 240 
Youth Allowances Recovery men BS DURE d 
Reciprocal Taxation 24.9 
Total Fiscal) Teansfer Gash Payments 
Hospital Insurance 426.5 
Medicare ols 
Post-Secondary Education 2730 
Extended Health Care 139.4 
Established Programs Financing Cash Payments 
Canada Assistance Plan . 381.6 
Health Resources Fund LOss 
Other Health and Welfare Eger 
Bilingualism Development Lp ey 
Economic Development 9501 
Crop Insurance Zieh 
Municipal Grants 29.6 
Total Other Cash Payments 
TOTAL CASH TRANSFERS 
Program Tax Transfers 
Established Programs Financing Tax Transfer 

13.5 Personal Income Tax Points 671.2 

1.0 Corporate Income Tax Point 45.6 
Contracting-Out Tax Transfer 

8.5 Personal Income Tax Points for EPF 38500 

5.0 Personal Income Tax Points for CAP 199.9 

3.0 Personal Income Tax for Youth Allowances 1321 


TOTAL VALUE OF PROGRAM TAX TRANSFERS 


TOTAL CASH PLUS TAX TRANSFERS 


lL, otieo 


994.2 


644.6 


2596s 


1,432.7 


4,349.1 


NOTES RESPECTING FINANCIAL CLAIMS BY THE QUEBEC GOVERNMENT 


Quebec's Finance Minister, Mr. Parizeau, has claimed that the federal 
government is withholding substantial sums from the province of Quebec. 
He has stated that these amount to $511 million in 1978-79 and to $727 
million in 1979-80. 


The attached table shows how Mr. Parizeau arrives at these sums and 
indicates which claims are recognized by the federal government. (Detailed 


notes on individual items are appended. ) 


Fiscal Year 1978-79 


The federal government does not recognize any obligation to the government 
of Quebec with respect the following items raised by Mr. Parizeau: (1) 
the revenue guarantee program; (2) contributions for the fifth year of 
secondary school in Quebec; (3) the RCMP contracts; (4) the census 
population count; or (5) the special abatement under the contracting-out 
arrangements. This reduces the amount for 1978-79 from $511 million to 
$68 million. 


The $68 million for 1978-79 is made up of $37 million for Established 


Programs Financing and $31 million for the Canada Assistance Plan. 


The $37 million for Established Programs Financing has been recognized 
and will be paid. The Quebec government was informed of this decision 
on November 2, 1978. The $31 million claimed under the Canada Assistance 
Plan as a prior year adjustment will probably be offset by overpayments 


made in earlier years. 


Hence, of the $511 million claimed by Mr. Parizeau only $37 million is 
recognized as being owed to the Quebec government. Mr. Parizeau has 


already been informed that the amount will be paid. 


Bi 


Fiscal Year 1979-80 


The federal government does not recognize any obligation to the government 
of Quebec with respect of the following items raised by Mr. Parizeau: 

(1) the revenue guarantee program; (2) contributions for the fifth year 

of secondary school in Quebec; (3) the RCMP contracts; (4) the census 
population count; (5) the special abatement under the contracting-out 
arrangements; (6) language training for immigrants; or (7) the expenditure 
reductions which affect all provinces. This reduces the amount for 
1979-80 from $727 million to $68 million. 


This $68 million is in respect of Established Programs Financing. 
This amount will be paid. The Quebec government was informed of this 


decision on November 2, 1978. 


QUEBEC FINANCIAL CLAIMS AND FEDERAL POSITION 


) 1978-79 7 1979-80 
Government of Federal Government of Federal 


- Quebec Claim Position uebec Claim Position 
(§ millions) 


Revenue Guarantee 100 0 100 0 
Secondary V School Grade Costs 100 0 100 0 
RCMP 130 0 140 0 
Census Population Count 78 0 85 0 
Special Abatement (Contracting-Out) 35 0 35 0 
Established Programs Financing oF oT, 68 68 
Canada Assistance Plan sue 0 - - 
Immigrants Language Instruction = = 8 0 
Expenditure Restraint 
General Cuts : = 44 0 
Community Services - - 48 0 
Social Services - = 10 0 
Unemployment Insurance = . 10 0 
Phase-Out of Crown Leases = = 36 0 
Deferment of Oil Price Increases ae ae 43 0 
TOTAL 511 ae TA 127 68 


1977 Fiscal Arrangements 


Mr. Parizeau referred to a letter dated March 1, 1977, from Mr. Lévesque 
to the Prime Minister to the effect that Quebec would lose some $320 
million when the new fiscal arrangements came into effect on April l, 


1977. This $320 million was made up of the following components: 


i 


Equalization $ 80 million; 
Special Welfare $ 40 million; 
Revenue Guarantee $100 million; and 
Secondary V $100 million. 


Equalization. When the equalization formula was revised and up-dated at 

the beginning of 1977-78 a number of adjustments were made. The adjustments 
were the result of extensive study, and reflected changes agreed upon by 

the federal government and the provinces. In fact equalization payments 

to Quebec increased from $1,056 million in 1976-77 under the old formula 

to $1,266 million in 1977-78 under the new formula. This was an increase 


in one year of $210 million. 


Special Welfare. As far as the Special Welfare program is concerned, 

the "loss" to Quebec would have been occasioned by shifting the abatement 
of 5 personal income tax points in respect of the program from a calendar 
year to a fiscal year basis and by recovering the value of the abatement 
in respect of the first quarter of 1977. This would have made the 
abatement consistent with the new Established Programs Financing tax 
transfer. However, in response to representations from Quebec, the 
abatement was not shifted and no recovery was made. Hence, there was no 
loss to Quebec. Mr. Parizeau has conceded in his statement of November 27, 
that the original estimate of Quebec's loss of $320 million was high and 
has suggested that it should be reduced to $200 million. This latter 


amount is in respect of the Revenue Guarantee and Secondary V. 


Revenue Guarantee. The Revenue Guarantee program was introduced in 1972 
to protect the provinces against the uncertainty arising out of tax 
reform. Although Quebec failed to adhere fully to the reformed tax 

system and was therefore technically ineligible for protection under the 
program, the federal government nevertheless decided to extend the 

revenue benefits to the province because of its fiscal problems. However, 
the program had a five-year term and expired, as planned, on March 31, 
1977. The claim that Quebec lost as a result of the scheduled expiry of 
the program is not recognized as valid. Moreover, the provinces received 
the equivalent of two personal income tax points as part of the negotiated 


settlement with respect to the new fiscal arrangements. 


Secondary V. As far as compensation in respect of "Secondary V" is 
concerned, it is true that the federal government no longer contributes 
toward the cost of the fifth year of secondary school in Quebec under 
the new post-secondary education arrangements. However, contributions 
under the old shared-cost arrangements are built into the Established 
Programs Financing base. All provinces, including Quebec, benefit as a 


result. 


Payroll Tax to Finance Quebec Medical Care Insurance Plan 


The federal government paid the tax levied on employers to finance the 
Quebec medical care insurance plan (RAMQ) retroactively to April l, 
1975. Mr. Parizeau claims that some $19 million is owing to Quebec in 


respect of the period from the commencement of RAMQ to April 1, 1975. 


April 1, 1975, is the commencement date because this is the date upon 
which the reciprocal taxation arrangements were originally planned to 
commence. Before these arrangements were provided for, the principle 
recognized by each governnent was that neither level was taxable by the 
other. With the adoption of the reciprocal tax arrangements under which 
the federal and participating provincial governments agree to pay con- 
sumption taxes to each other, the federal government recognized that 
these payroll taxes should be paid, and that the effective date should 


be the date originally planned for the initiation of the arrangements. 


Sales Tax on Olympic Installations 


Mr. Parizeau claims the federal government should refund to the Olympic 
Installations Board (Régie des installations olympiques) some $18 million 
in federal sales taxes paid by the Board. Because of the legal status 
of this Board, it is subject to the payment of federal sales taxes. 
® This rule has been applied in all other similar cases, e.g. the agencies 
created for the British Empire Games in Vancouver in 1954, Expo 67 in 
Montreal, the Pan American Games in Winnipeg in 1967, and the Olympic 
Games for the Handicapped in Toronto in 1976. 


The federal government did not exempt materials used for olympic installations 
because the Olympic Installations Board did not meet the requirements of 

the Excise Tax Act; only government agencies are entitled to a refund of 

such taxes. There is a danger that organizations could otherwise be 
designated as government agencies simply to avoid the payment of the 


federal sales tax. 


Census Population Count 


In calculating equalization Payments, the federal government uses the 
official population figures published by Statistics Canada. Mr. Parizeau 
believes that the federal government should adjust these figures to take 
into account estimates of the number of people not enumerated during the 
census. The federal government cannot take this adjustment into account 
for any particular program in any province until the Chief Statistician 
is prepared to incorporate these estimates into the official estimates 


of population numbers. 


Effect of Deferring Oil Price Increase 


Mr. Parizeau points out that equalization payments would be increased if 
the scheduled oil price increase of $1.00 a barrel in January 1979 is 
proceeded with. This is true, but the postponement of oil and gas price 
increases will save the people of Quebec over $200 million in fuel costs 
during 1979-80. 


The federal government cannot refrain from making desirable policy — 
changes because of the effect of such changes on equalization payments. 
The equalization formula is designed to respond automatically to changes 
in economic activity and policy changes by both levels of government. 
Some of these changes have the effect of increasing equalization and 


others of decreasing it. 


Higher Welfare Costs Because of U.I.C. Changes 


Mr. Parizeau claims that it will cost the government of Quebec an additional 
$25 million in welfare costs because of the changes in the Unemployment 
Insurance Act, However, because the federal government pays 
one-half of provincial social assistance costs under the Canada Assistance 


Plan, any additional Quebec costs are effectively halved. 


Further, Mr. Parizeau did not acknowledge offsetting increases in federal 
transfers to Quebec residents resulting from the reordering of government 
priorities announced in August. For example, the Guaranteed Income 
Supplements for elderly Quebec residents will be more than $80 million 
higher in 1979-80. | 


Language Instruction for Immigrants 


Mr. Parizeau contends that the federal government has withdrawn contri- 
butions to centres for the orientation and training of immigrants. 


Mr. Parizeau's statement is not correct. 


Allowances to immigrants are now paid only to independent immigrants and 
refugees. Members of families and assisted relatives are no longer 
eligible for allowances because their sponsors have accepted responsi- 
bility for them. However, Quebec has decided on its own to pay allowances 
to immigrants who have "sponsors". This is the decision of the Quebec 


government. 


Equalization in Respect of the Sale of Crown Leases . 


on Oil and Gas Lands 


As part of the expenditure reduction program announced by the federal 
government during recent months, it was decided to exclude this type of 
provincial revenue from the equalization formula. The equalization 
program is designed to transfer to the lower income provinces sufficient 
revenues to enable them to provide a national average of basic public 
services without having to levy above-average levels of provincial 
taxation. The rapid increase in oil and gas revenues from the sale of 
Crown leases in Alberta was clearly causing major distortions in the 
entire program. For example, the continued inclusion of these particular 
revenues would likely result in the Province of Ontario qualifying for 
equalization. If Ontario - with personal income per capita well in 
excess of the national average - were to qualify for equalization, the 
legitimate national objectives of the whole program would be adversely 
affected. In addition, it has long been argued that these revenues 
differ from others inasmuch as they derive from the sale of assets and 
they are not being used by the oil and gas producing provinces to finance 


current public services. 


This source of revenue will be phased out of the formula over two years. 
Mr. Parizeau stated that Quebec would lose $72 million because of the 
change. This is the estimated amount when the revenue source is fully 
phased out in two years. Even with this change, equalization payments 

to Quebec will increase from $1.3 billion in 1978-79 to over $1.4 billion 
in 1979-80. 


Quebec Reference to Miscellaneous Federal 


Cuts Totalling $44.6 Million . 


The miscellaneous amounts listed by Quebec represent the Quebec share of 
proposed reductions in special purpose programs which was included in 
the $2.5 billion cut announced by the President of the Treasury Board 
earlier this year. The Quebec share of these reductions is closely 


comparable to its share of total provincial population. 


Community Services Grant Program 


As part of the expenditure reduction program, the federal government 
considered very seriously the outright cancellation of a proposed new 
program for community services grants. However, in the course of negotia- 
tions with the provinces, representations were made by some provinces - 
including Quebec - concerning the importance of this program to munici- 
palities. As a consequence, it was decided to proceed with the program, 


but to defer its implementation from 1979-80 to 1980-81. 


Lam. 


ww 


Commuter Trains 


Mr. Parizeau has referred to the question of commuter services in the 


Montreal region and who should be responsible for operating deficits. 


Commuter services fall within the realm of urban transportation which is 

a responsibility of the provincial and local governments. Under its 

Urban Transportation Assistance Program, the federal government does 
provide capital assistance for urban transportation projects in accordance 
with provincial priorities. Over the next five years, the government of 
Quebec will receive $62 million under this program. The program is not 
intended to meet operating deficits of urban transportation services. 

Any additional capital assistance or assistance to meet operating deficits 


is the responsibility of the provincial and local governments. 


Because of declining patronage and rising costs, both railways, Canadian 
Pacific and Canadian National, have in recent years had to absorb increasing 
losses on their commuter services in the Montreal area, and have under- 
standably taken steps to reduce these losses. These decisions are not 
related to federal spending cuts. The federal government has not in 

fact had any responsibility for these losses. As in other parts of the 
country, such as Ontario, where financial responsibility for the operation 
of commuter services has been assumed by the provincial government, the 
future of these services is a matter for the Quebec and Montreal area 
governments to consider in the context of their overall planning for 


transportation facilities with the urban region. 


Outstanding Payments to Quebec 


Mr. Parizeau also referred to some $300 million in outstanding payments 


to Quebec. The breakdown of this figure is the following: 


Hospital Insurance $§ 35.8 million; 
Post-Secondary Education $ 83.8 million; 
Canada Assistance Plan > dL. WilLlion; 
Established Programs Financing $105.1 million; and 
Sewage Treatment in Montreal $ 40.0 million. 


Hospital Insurance. The amount of $35.8 million for prior year adjustments 
for Hospital Insurance is correct. However payment cannot be made until 
Quebec signs the necessary agreement. This agreement was sent to the 


province on June 15, 1978 but has not yet been returned. 


Post-Secondary Education. The $83.9 million for Post-Secondary Education 
is in respect of 1974-75, 1975-76 and 1976-77. Approximately $30 million 
in respect of 1974-75 will be paid this year. Claims in respect of the 
other years are being processed in the normal way, for all provinces. 

The Department of the Secretary of State is awaiting an auditor's report 
for 1975-76. The Department has not received a final claim from Quebec 
for 1976-77. 


Canada Assistance Plan. The claim for $31.3 million under the Canada 
Assistance Plan is in respect of 1977-78 and is probably high. Moreover, 
it appears that Quebec has been overcompensated under the program for 
prior years and that it is likely that recoveries will have to be made 


by the federal government. 


Established Programs Financing. The $105.1 million for Established 
Programs Financing arises from adjustments to the base year contributions. 
Although the Quebec estimate appears somewhat high, the correct amounts 


will be paid. Quebec was informed of this decision on November 2, 1978. 


-2- 


Sewage Treatment in Montreal. A first instalment of $50 million for 
this program was paid on March 31, 1978. A second instalment of $40 
will be paid once certain accounting requirements relating to the first 


instalment have been met. Quebec was informed of this on November oy 
1978. 


RCMP Contracts 


Mr. Parizeau restated Quebec's long-standing claim that the federal 
government should compensate Quebec for costs of its provincial police 
force in the same manner as it contributes to police costs in those 
provinces which have contracted for the services of the RCMP. Provision 
of provincial and municipal police services is a provincial responsibility. 
Quebec can always enter into the same "purchase of service" arrangement 

as other provinces. This situation also applies to Ontario which has 


its own provincial police force and does not receive federal compensation. 


Flood Control 


Mr. Parizeau claimed that federal spending cuts will leave Quebec to 
"pick up the tab" for flood control projects in the Montreal region. 
Under this 50-50 shared-cost program, all projects begun this year can 
in fact be completed within the amounts budgeted. The only effect of 
federal spending reductions will be that work beginning next year will 
not proceed as quickly as originally planned. The federal government 


will pay its full share of costs over the life of these projects. 


- 5- 
Value of Special Abatement to Quebec 


Mr. Parizeau suggests that either the Quebec Government is losing some 
$35 million or individual Quebec taxpayers are paying $35 million more 
in income taxes because of the relationship between the special abatement 


of 16.5 per cent accorded Quebec residents and the federal tax reduction 


for low income taxpayers. 


Analysis of federal tax statistics indicates that the amount involved is 
only about $18 million. Mr. Parizeau apparently assumes that the new 
refundable child tax credit will aggravate this problem. This is not 
true. The refundable child tax credit will not affect the value of the 


abatement to individuals. 


The federal government is looking into ways of eliminating this anomaly 


for Quebec taxpayers. 
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Statement by Mr. Rodrigue Tremblay 
Minister of Industry and Commerce 


and minister responsible for ocean fisheries 


QUEBEC REITERATES ITS WILLINGNESS TO ASSUME A 
DETERMINANT ROLE IN THE DEVELOPMENT OF OCEAN FISHERIES ON 


THE ATLANTIC COAST 


HISTORY OF GOVERNMENT INTERVENTION IN OCEAN FISHERIES 


Section 91(12) of the BNA Act gave the Parliament of 
Canada exclusive legislative authority over fisheries. 
However, in an agreement in 1922 (and then in 1943 concerning 
the Tles-de-la-Madeleine), the federal government surrendered 
to Quebec full administration of fisheries in Quebec navigable 
tidewaters, accessible from the sea by navigation. The 
Agreement was not amended until 1959, when the federal 
government took over inspection of fish for export purposes. 
Since 1922, therefore, Quebec has enforced the regulations 
set forth by the federal government within the framework of 


the Fisheries Act. 


1.1 Intervention of Quebec in ocean fisheries 


Ty ery ne out its mandate, Quebec can propose new 
regulations or amendments to existing regulations to the 
federal government, but only the federal government can 
make them official. Quebec has set up a Protection Service 


which is responsible for enforcing fisheries regulations. 


Quebec has developed various programs of technical and 
financial assistance to the fisheries industry and to 
fishermen, aS well as research programs it undertakes alone 


or jointly with federal agencies. 


1.2 Intervention of the federal government in the ocean 
fisheries sector 
The federal authority passes legislation, formulates or 
amends regulations and, except in the case of Quebec, enforces 
them. It also conducts research, sets the fishing quotas and 
issues trawling permits in Quebec and all the various types 
of permits in the other Atlantic Saw eneees The Canadian 
Fisheries Department also develops and administers programs 
of financial and technical assistance to fishermen and the 


fishing industry. 


The federal government is the manager of the resource. In 
this regard, it adopted the "Canadian Policy on Commercial 
Fisheries" in 1976. Within this framework it has set up an 
internal administrative and consultative structure for 
Management of coastal and deep-sea fishing in Eastern Canada. 
The provinces are excluded from it, although some provincial 
officials are invited to take part as experts, on commit 
and sub-committees. The decision-making power is chiefly 


in the hands of federal officials. 


13 Federal-provincial consultation 


Quebec sits on several federal-provincial committees, the 
most important of which is undoubtedly the Federal-Provincial 
Committee on Fisheries in the Northwest Atlantic made up of 
the federal and provincial deputy ministers whose mandate is 


in principle to advise the federal minister on various questions. 
IMPORTANCE OF THE QUEBEC OCEAN FISHING SECTOR 


In the economy of Quebec, the ocean fishing sector is of 
relatively small importance. The gross value of primary produc- 
tion was estimated in 1977 at approximately $21 million (ocean 
perch included) whereas after processing the value is almost 
double, that is, $40 million. This sector contributes less 


than one per cent to Quebec's GNP. 


On the other hand, ocean fishing constitutes an. 
essential economic and social factor on the regional level. 
It employs 50% of the labour force on fles-de-la-Madeleine, 
70% on the Lower North Shore, and about 30% in the Gaspé. 
The Upper North Shore, Bonaventure and the regions of 
Matane and the Lower St Lawrence also have significant 
fishing activities. In 1977, it was estimated that these 
regions had almost 6,500 fishermen. Further, in 1975, an 


average of 1,243 persons were working in fishing businesses. 


However, most Quebec plants are supplied by an aging. 
fleet and often operate at less than fifty per cent capacity. 
In comparison with the other Eastern Canadian provinces, 
Quebec's share of the total catch was only 4.8 per cent in 


BS iy i 


FEDERAL AND QUEBEC POLICY FOR THE DEVELOPMENT OF OCEAN 
FISHERIES 


3.1 The federal position 


To combat the over-exploitation of the resource by 
foreign countries, the result of which was a decline in the 
Canadian catch, the federal government launched in May 1976 
its "Canadian policy on commercial fisheries". The purpose 
of this policy is to replenish stocks by means of careful 
Management and fishing. This new orientation will improve, 
stabilize and increase the income of fishermen and increase 
the production of the existing plants. It will promote the 
development of the fleet and will introduce control of the 
fishing industry at a level determined by the federal 


Department of Fisheries. 


In conjunction with the establishment of this policy, 
in January 1977 the Canadian government extended its 
jurisdiction over the fishing zone to two hundred miles. It 
is presently negotiating at the international level to obtain 


the right to manage fishing beyond this zone. 


More recently, the government defined its fisheries 
policy and programs for Canada (1975-1985). These are ee 
on the principles and perspectives contained in the 
"Canadian policy on commercial fisheries" and they take 
into account the new Canadian jurisdiction. The federal 
government plans to increase the Total Allowable Catch (TAC) 
for certain species and to increase the quotas for Canadian 


fishermen in the 200-mile zone. 


a 


3.2 The Quebec position 


Ocean fisheries were one of the Quebec government's 
priorities at the economic summit on this topic held in 
Gaspé in the spring of 1978. It also announced the decen- 
tralization of its Direction générale des Péches maritimes 
and expressed the desire to promote the development of 
Quebec's ocean fisheries; to fully assume its administrative 
responsabilities, including those connected with resource 
Management; and to enable Quebec fishermen to take 
advantage of the new stocks available in the recently-created 


200-mile zone. 


These concerns were outlined in the memorandum presented 
to the federal Minister of Fisheries by Quebec's Minister of 
Industry and Commerce in the course of a December 19, 1977 
meeting. They have been discussed on many occasions, at sub- 
ministerial meetings. They are also found in the terms of 
reference assigned to the Quebec Minister at the federal- 
provincial meeting of ministers responsible for ocean fishing 
in Eastern Canada, held in Moncton November 10 last. They 
constitute the backdrop for the Five-year resource allocation 


strategy for the ocean fisheries of Quebec. 


Role and claims of Quebec in the area of ocean fisheries 
4.1 Role 


Quebec intends to assume its full administrative responsibility 
in the fishing sector, as specified in the Agreement of 1922 


(and 1943). 


Quebec plans to introduce policies and measures, both at the 
internal and intergovernmental levels, to ensure development 
of the ocean fisheries sector in accordance with its own 
priorities and in light of the new fishing area created by 


the 200-mile zone. 


4.2 Claims 


In 1950 Mr. Duplessis, in his proposal for a new distribution 
of powers, asked that fisheries be placed within the exclusive 
jurisdiction of the provinces. The recent claims made by 


Quebec in this matter are an extension of this position. 


Quebec requests the following: 


1) participation at all levels of the federal decision- 


making structure; 


2) financial participation by the federal government in the 


refurbishing and development of the Quebec fishing fleet; 


3) the issuing of all types of fishing permits for Quebec 


residents; 


4) participation in discussions concerning agreements between 


foreign shipowners and Quebec fishing enterprises; 


5) improved co-ordination of the activities, policies and 


programs of Quebec and Ottawa in the ocean fisheries area; 


6) an increase in Quebec's ocean perch quota. 
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Mr Chairman: 


Quebec's approach to this discussion on regional development 


and the role DREE can and must play in it is clear and can be expressed 


by an observation and a specific proposal. 


1 - An observation: DREE's objectives are not being fulfilled in 


Quebec. 
The objectives of DREE are as follows: 
redistribution of wealth and economic activity to assist provin- 
ces experiencing difficulty; 
equal opportunity for all Canadians, regardless of their place 


of origin; 


The ultimate goal is to combat regional disparities in Canada. 


The facts demonstrate that Quebec is not deriving from DREE the 


benefits to which it is entitled. 


a) 


The creation of DREE has not resulted in any gains for Quebec. 

In fact, according to Living Together, a publication issued by 

the Economic Council of Canada, for every $24 Quebec receives 

from DREE it pays $25 a taxes toward the DREE budget, so Quebec 
is actually losing money in the transaction! In the case of 

DREE in Quebec, it is therefore a question of a simple redistribu- 
tion of part of Quebecers' taxes rather than participation in a 


system which benefits us. 


b) According to DREE's annual reports, the proportion of funds it 
spends in Quebec has declined since its creation. Between 1969 and 
1976 they represented 28.2 per cent of its total expenditures. 
The 1976-1977 annual report shows that Quebec's share declined to 
22.4 per cent, with the per capita expenditure being $16.85, 
compared with a national average of $20.43. This places Quebec 
far behind six of the provinces, in which the per capita amount 


varies from $47 to $309. 


The desire expressed during the First Ministers' conference of 
May 1973 to have DREE exercise a role of co-ordination in the federal 


government never materialized. 


It might even be said that the reverse of this occumwed, since it 
is DREE which must submit its projects to the sectorial departments so as 


to maintain a national approach. 


These remarks, Mr Chairman, are simply a statement of the rules 
of the game as they now exist and are not directed against the present 
minister of DREE, who within the limitations Lita edaeaen him has provided 
excellent co-operation for two years. But nobody can give something which 


he does not have or do something which the system will not allow him to do. 


Despite the preceding remarks and in the hope that the coming 
reports might indicate a more just redistribution for Quebec, we are always 
prepared to co-operate with DREE, and for this reason I wish to make a 


very concrete proposal on behalf of Quebec. 


2 - A concrete proposal: an economic priority 


I do not feel that anyone here will argue against the provinces' 
being responsible for the management of their territory or the identification 


of the main elements involved in such management. 


We feel that DREE must adhere to the provincial priorities and 
strategies for development in the administration of its funds, whether in 
the context of its Regional Development Incentives Act or of federal-provincial 


agreements. 


One of our priorities in Quebec is to modernize the pulp 
and paper industry. Getting this industry back on its feet 


constitutes one of the key elements in our development strategy. 


This industry alone generates 45,000 direct factory and forest 
jobs; the existence of at least 114 municipalities depends solely on the 
forestry industry; and it is the major industry in Quebec in regard to 


exports, accounting for a total export value of $1.8 billion. 


For many years the industry has been experiencing a decline in 
its competitive ability, despite temporary rallies occasioned by the 
devaluation of the dollar and other factors. Between 1950 and 1976 the 
industry's share in the American market declined from 40 per cent to 30 
per cent. This was because the companies in Quebec invested little for 
modernization purposes during this period. They hesitate to ae so because 
of the disadvantages they face in relation to the American companies as 
regards the cost of the wood, transportation of the finished product and 


SO On. 


- 


As a result of three years of in-depth studies and painstaking 
consultations, the Quebec government has prepared a complete program for 
recovery. The investments required by the industry for modernization and 
pollution control are estimated to be $1.3 billion dollars. Action by the 
governments therefore appears necessary if the industries are to use their 


resources to restore themselves to their competitive position. 


We have estimated that the contribution of the governments in 
terms of forest access routes, sylviculture, reforestation, changing of the ( 
pulp-making processes, diversification of production, environmental protec- 


tion and so on will be in the vicinity of $400 million. 


Our program was officially forwarded to DREE on July 4 along with 


an expression of our wish to see it included in a subsidiary agreement. 


Our meetings, especially the most recent ones,appear to have 
struck a responsive chord with the Minister of DREE, and in recent conver- 
sations serious consideration has been given to a figure of $354 million. 
Will our proposal, which we feel is an excellent one and on which much of 
the negotiation has already begun, meet with an equally feed response 
on the part of the federal government? We trust that it will, as for us this 
is a definite and urgent priority. We would hope that this agreement, which 


again is a matter of priority and urgency, will be signed within a month. € 


If you will permit, my colleague, the Minister of Lands and Forests, 


will now add a few essential details in regard to the project. 
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INTRODUCTION 


First Ministers view the following conclusions 
as providing a broad framework and direction to be pursued 
in the ensuing months by Ministers responsible in each area. 
Apart from these conclusions which obtained a broad consensus, 
First Ministers direct their Ministers to consider the 
various initiatives proposed by individual First Ministers 
or contained ‘in documents tabled for this meeting. Progress 
will be reported at the next meeting of First Ministers on 
the Economy. 


AGENDA ITEM 1: ECONOMIC OVERVIEW 


i First Ministers agreed that the basic objectives 
developed at their February meeting as the basis 
for co-ordinated action in the medium-term, remain 
valid. These include: 


- sustained growth of output and employment 
- a reduction of unemployment, and 


~Kva redie t Loni thecrate oLrvanitlation. 


Hae All governments reaffirmed that the fundamental 
focus for growth must lie in the private sector, 
and noted the infrastructure demands of Canadian 
Gevelopment will continue to demand the productive 
(CO-Oper ation: the pruivate land public “Sectors . 


as All governments agreed on the importance of con- 
tinued restraint on prices and incomes, if the 
agreed objectives were to be attained, and inter- 
national competitiveness maintained. 


4. They recognized that the achievement of these 
objectives would be facilitated by continuing dis- 
cussions tCovclarity lor redefine ‘the areas of 
responsibility of each level of government, and 
to reduce duplication in services. 


uw 
e 


First Ministers acknowledged the need for close 
consultation in the use of the fiscal | C 
instruments of government expenditure, taxation and 
borrowing; they also recognized the. importance of | 

national monetary and exchange rate policies and 

the need to supplement fiscal and 

monetary levers by a co-ordinated package of 

federal and provincial policies dealing with the 

structure of the Canadian economy and its sectoral € 
and regional components. 


6. In order to increase the efficiency, productivity 
and international competitiveness of Canadian industry, 
they reaffirmed the need to continue, in consultation 
with representatives of Canadian industry and labour, 
the development of both general industrial and opel ae 
sectoral policies. 


qe Recognizing that business investment in private sector 
development and the more rapid growth of exports and 
displacement of imports, were vital to the increase in 
jobs required to meet their goals, First Ministers 
agreed to emphasize policies which would stimulate 
new productive investment from Canadian savings. 


8. At the same time they agreed that continued restraint 
on public sector current spending, greater efficiency 
and effectiveness in the public services and tough but » ‘ 
fair bargaining with public sector employees, should be 
fundamental aspects of medium-term planning by all 
levels of government. 


oN All governments agreed that policies for resource and 
industrial development should be designed to reflect 
and reinforce available regional opportunities. 


AGENDA ITEM 2: LABOUR MARKET AND EMPLOYMENT LSSUES 


a, First Ministers agreed that employment and labour 
market policies and programs should be oriented towards — 
the support of permanent employment growth in all pee 
regions, particularly the improvement of Canada's 
industrial competitive strength. Nevertheless, direct : 
job creation programs will continue to play an ay 
important role in high unemployment areas; a greater | 
proportion of the funds allocated to such programs 7. G 
should be concentrated in these areas. . ay 


oe, The First Ministers affirmed their commitment to 
consultation by both federal and provincial govern- 
ments prior to changes in their respective labour a 
market programs. ? ¢ 


AGENDA ITEM 3: 


(1) 
ah 
AGENDA ITEM 3: 
(2) 
ibs! 
ee 


Bie They also agreed to further develop measures within 
the jurisdiction of each level of government to 
improve the effectiveness of labour markets in the 
1980's. Such measures would be the basis for 
agreement and action. 


PROGRESS REPORT 


Overview 


First Ministers received a report on progress 
achieved on commitments made at their February 
meeting. Detailed discussion followed on: 


—UeagmLou Lturey 

~- research and development, 
- government regulation, and 
- public sector compensation. 


PROGRESS REPORT 


Agriculture 


The First Ministers agreed that stabilization programs 
are essential to protect producers from market 
fluctuations. The majority of the provinces endorsed 
the proposals for harmonization of stabilization made 
by the federal Minister of Agriculture. British 
Columbia expressed support for the principle of harmoni- 
zation, but urged a flexible approach without the prior 
need to withdraw provincial stabilization programs. 
Quebec also supports the principle of harmonization 

of ‘stabilization, but stated it could not allow’ ‘the 


federal government to replace provincial stabilization 
programs with its own. 


It was agreed that work on stabilization would be 
followed up by the federal-provincial technical 
committee aS soon as possible. It was also agreed 
that work would continue to take into account the 
problem of regionally produced commodities. 


lA Nee 


First Ministers affirmed the importance of the grain 
industry to the national economy. The need for a long- 
term grain marketing strategy, as identified at the 
February Conference, was reaffirmed. 


In responding to provincial ‘ministers, the federal 

Minister of Agriculture agreed to work to further 
improve the industrial milk program and the market C 
development strategy for Canadian agricultural products. — 


ROR oe 


(3) Research and Development 


he First Ministers re-emphasized the important 
contribution which science and technology can 
make to the economic and social welfare of : 
Canadians. All Ministers indicated they gave 
a strong priority to the further development 
of industrial science and technology in Canada, . & 
taking into account the needs, strengths and . N 
aspirations of each region. 


2a The Minister of State for Science and Technology 
reported on the November meeting of Ministers 
responsible for industrial research and develop- 
ment. First Ministers welcomed this evidence of 
the concrete and specific initiatives by federal 
and provincial governments: in support of industrial 
Research and Development taken since February's 
Conference, noting the tax incentives introduced 
in recent budgets. 


EM Ministers noted a number of areas for further . 
collaboration in the field of science and ~* STR 
technology see tO bridal 


- the extension of support to pre- pecs 
and other phases of the innovative process, | é 


-~ consideration of the use of procurement to 
promote and strengthen ae ance ae intensive 


industries; AT ASN ota 
+. consideration ‘of Centres’ of Excellence angi (4 
the role which they and Industrial Innovation v 


Centres can play in the transfer of technology, 


a | 
* di 


AGENDA ITEM 3: 


(4) 
jee 


strengthening the research and development 
capacity of small business and their role in 
the whole innovative process, 


the Ministry of State for Science and Technology, 
in consultation with the provinces, should propose 
an action plan wdenuiiying industrial” researcn 
and development goals where technological inno- 
vations could be successfully exploited by 
Canadian industry, and suitable mechanisms 

to encourage and stimulate the private sector to 
do this. 


PROGRESS REPORT 
Government Regulation 


First Ministers received the Economic Council's 
Regulation Reference: ) A Preliminary Report that 
resulted from the February Conference. They 
commended the Council for its extensive consultation 
with the private sector. Ministers supported the 
work of the Council, but suggested a reconsideration 
of research intentions concerning FIRA and tele- 
communications. Governments noted the significant 
steps underway to promote regulatory efficiency and 
open up the regulatory process. They agreed 
regulatory reform activity should continue. 


First Ministers agreed to continue federal-provincial 
consultation, including an effective liaison with the 
Economic, Counciii,of Canada’; for the ‘duration of its 
reference. 


First Ministers stressed that all work on regulatory 
reform maintain an appropriate balance, by recognizing 
that many regulations are in the public interest. 


AGENDA ITEM 3: 


(5) 


Be 


AGENDA ITEM 4; 


(1) 


i 


a 
\ 
PROGRESS REPORT 
Public Sector Compensation 
First Ministers reviewed policies and actions x 
respecting public service compensation. @ 
They reaffirmed their view that the public sector 
should not lead the private sector. 
Some of the difficulties involved in the measurement 
of total compensation and in private sector and 
public sector comparisons were discussed. 
First Ministers stressed the importance of continuing 
consultation between governments and representatives 
of public service employees in resolving difficulties. 
SPECIFIC ITEMS 
; ; ' it hee a 
Industrial Development | Zs 


First Ministers agreed that all governments must 
continue to work to develop an economic environment 
conducive to further growth of private sector 
investment, output and employment. 


They noted that Canadian negotiators in the MTN 
must continue to strive to achieve maximum access 
to foreign markets for all Canadian products, but 
with special emphasis on fisheries products, 
agricultural products and resource based industrial 
products, and on gaining greater market access for 
Canada's high technology exports. 


They agreed that all governments must work to 
develop co-ordinated adjustment assistance policies 
and programs to help industry adapt to new market = 
Opportunities, and to help employees and communities C 
to adjust to increased competition. 


cf 


e 


First Ministers indicated that regional development 
must continue to have a high priority in Canadian 
industrial development; in particular Canadian 
industrial growth must be based on the resource 
base and skills of each region of the country. 


They said that the Industry-Labour consultative 
process which has been developed since the February 
First Ministers' Conference has been successful and 
all governments must work to respond in a substantive 
way. It was agreed that the consultative process 
should be continued in a manner to be developed with 
all the concerned parties. 


First Ministers affirmed that governments should 
work to ensure that the Canadian market is not 
unneccessarily fragmented through government 
purchasing practices. Work should continue to 
develop co-ordinated purchasing arrangements which 
will be of assistance to all regions of Canada. 


The importance of small business was stressed by First 


Ministers, who agreed governments should continue 


(2) 


to examine ways in which policies could be changed 
to facilitate the growth of entrepreneurship and 
employment within the small business sector. 


AGENDA ITEM 4: SPECIFIC ITEMS 


Tourism 


First Ministers discussed: 


1. 


2- 


the importance of the tourism sector to the 
economic development of all regions of Canada; 


the critical importance of continued co-operation 
and co-ordination amongst governments and with 
industry; 


Clarification of the role of each level of ae 
government and of the sharing of responsibilities 
in tourism; 


the need for stronger promotion efforts in 
traditional markets and increased attention 
to growth markets such as Japan and Western Europe; 


D4 


8. 


the importance of placing special emphasis on 
manpower training for the tourism industry; 


the need to encourage and support selectively 
major Canadian tourism attractions and services; 


the necessity of improving the competitiveness 

of air transportation to and within Canada through 
further deregulation, freer marketing and more 
competitive air fares and packages; 


improvement in Statistics Canada's data base 
goncerning the tourism industry to help development 
and marketing efforts. 


AGENDA ITEM 4: SPECIFIC ITEMS 


(3) 
die 


Energy 


First Ministers recognized the progress that has. 
heen made towards greater domestic energy development 
in pursuit of the self-reliance goal, as a result of 
current policies. They noted specific progress has 
been made since February on a number of important 
energy projects (see list at end of this item). 


All governments agreed on the importance of developing 
new gas markets east of Alberta. To this end, First 
Ministers recognized the need for the rationalization 
of refinery surplus capacity in Eastern Canada and 
equitable treatment of gas relative to other energy 
forms. They also discussed incentive pricing of 

gas in new markets. First Ministers agreed to the 
creation of a federal government-Alberta task force, 
with provision for consultation with other interested 
provinces to identify mechanisms to achieve gas 
market expansion. 


They stressed the importance to all regions of the 
country of greater energy self-reliance and the early 
development of major energy: projects especially in 
the areas of heavy oils, oil sands and hydro-electric 
power. In this context, First Ministers noted in 
particular the benefits which energy development has 
for job creation and improving our balance of payments 
situation. As well, First Ministers recognized the 
possibility and bénefits of additional exports of 

gas and refined oil products if surpluses still exist 
after taking into account hae t and future Canadian 
requirements. 


. i 


wh», 


4. First Ministers emphasized the value of regional 
co-operation in electric power matters and the 
potential importance of regional power grids in 
achieving greater utilization of hydro-electric 
resources. They also emphasized that this is 
consistent with the objectives of the proposed 
Maritime Energy Corporation, and the current power 
grid study undertaken by the four western provinces.,. 


5. First Ministers stressed the desirability of 
continuing the major efforts already undertaken 
towards energy conservation and substitution, the 
development of renewable energy sources, and work 
in the area of new technology and energy research 
and development, such as the Alberta Oil Sands 
Technology and Research Authority. 


6. They urged the continued development of the Canadian 
nuclear industry and an aggressive export policy 
consistent with the Canadian position on international 
nuclear safeguards. 


7. Governments acknowledged the important contribution 
of the private sector in achieving national energy 
objectives. | 


Energy projects in which significant progress is being made: 


Alsands oil sands mining project 

Great Canadian Oil Sands expansion 
Imperial Oil Cold Lake heavy oil project 
Husky Oil heavy oil recovery program 


i .retro-Canada, Gulf, Saskolil heavy oil 
development program 


5 Oil and Natural Gas exploration offshore, 
Newfoundland and Labrador 


Hydro-electric power development in Baie James 
Québec and the Lower Churchill Newfoundland 


§ Development of the Donkin coal mine in Nova 
Scotia 


, Accelerated "conventional" oil and gas 
development activity in Alberta and British 
Columbia 


AGENDA ITEM 4: SPECIFIC ITEMS ¢ 


(4) Minerals 


1. First Ministers agreed that better consultation 
is required between the federal government and the G 
provinces to harmonize more effectively policies 
and actions in areas of concurrent jurisdiction. 
which impact on the mineral sector. — 


2. The Minister of Energy, Mines and Resources tabled, 
on behalf of the Minister of Finance, a Report ona 
federal-provincial review of the taxation of the 
petroleum and mineral industry which was undertaken 
at the request of First Ministers at their February 
Conference. 


3. There was general agreement that where one level of 
government moves to reduce taxes on resource industries, 
the other level would not act to offset these tax- 
relieving benefits. 


4. Governments should continue to consult on the 
appropriateness of further measures to provide f. 
greater stability and opportunity for the mining Xa 
industry in Canada through the tax system. 


5. First Ministers agreed that further federal- -provincial 
consultation should take place before the federal 
government proceeds further with the proposed Nuclear 
Control and Administration Act and the Uranium and 
Thorium Mining Review Act. 


6. All governments recognized the desirability of 
reducing Canada's trade deficit with regard to the 
manufacture of mining equipment. 


AGENDA ITEM 4: SPECIFIC ITEMS 
(5) Fisheries 
1. First Ministers recognized: 


- the important economic and social benefits ( 
which Canada is presently realizing and 
which will increase in coming years as a 
result of the establishment of <a me mile 
economic zone; 


- the need for sound management practices 
matching marketing, processing and harvest- 
ing to the resource base available; 


- the need for a prudent approach to ensure 
development is at a rate in harmony with 
the resource potential; 


- the need to enhance where economically 
feasible this resource base for the benefit 
of all Canadians; and 


- the need for governments to work in a spirit 
of co-operation to achieve the above objectives. 


AGENDA ITEM 4: SPECIFIC ITEMS 


(6) 
es 


a a a 


Regional Development 


First Ministers reaffirmed their commitment to a 
strongly co-ordinated federal-provincial approach to 
reduction of regional disparities. 


They stressed that regional development should be 
based on viable economic opportunities resulting 
from natural strengths such as fisheries, forestry, 
agriculture and tourism. 


All governments agreed that co-operative federal- 
provincial initiatives under the General Development 
Agreement system, combined with a range of federal 
and provincial initiatives, provides a good basis 
OnAwhiien .co vpua ld: 


a 


Transportation 


First Ministers agreed on the critical role played 
by a viable and equitable transportation system in 
Canada. They agreed that efforts to increase 
productivity should continue. 


First Ministers agreed that transportation should be 
used as a tool for regional economic and social 
development. They noted that this objective was 
contained in Bill C-20, amendments to the National 
Transportation Act. They also noted that important 
freight rate issues including the maximum rate 


AGENDA ITEM 5: 


formula and the long haul-short haul rate questions 
were addressed in Bill C-20. First Ministers 
generally agreed on the desirability of proceeding 
as quickly as possible with this Bill. 


The First Ministers agreed that there should be a 
meeting at the earliest practical date to discuss 
the grain transportation and handling system. 
Participants would include the First Ministers of 
the four western provinces, the federal Minister 
responsible for the Wheat Board, the federal 
Minister of Agriculture and the Presidents of CP 
Rail and Canadian National Railways. 


ECONOMIC CO-ORDINATION PROCESS 


First Ministers agreed that it is essential to 
continue to discuss and co-ordinate federal and 
provincial approaches to Canada's economic problems 
through an improved federal-provincial framework 
for consultations, discussions and concerted 
decisions. They also agreed that First Ministers 
should meet periodically to review economic objec- 
tives and progress being made toward such goals. 


The next meeting of First Ministers on the Economy 
would be late in 1979. 


It was also decided that federal and provincial 
officials should study the question of suitable 
consultative arrangements leading up to the next 
Conference. 


